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We've Arrested 
Clatter and Din in 
1,160 Restaurants 


... Yet This is Only Part of Our 
Background of Experience... 
Our Nation-wide Distributor 
Organization Can Bring Mod- 
ern Sound-Conditioning To Any 
Building of Any Type or Size... 
Satisfaction Guaranteed. 
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5 COLUMBIAN 
CARBON COMPANY 


Eighty-Sixth Consecutive 
Quarterly Dividend 


The Directors of Columbian Carbon 
Company have declared a regular 
quarterly dividend of $1.00 per share, 
payable June 10, 1943, to stock- 
holde:s of record May 21, 1943, at 
3 P.M. 

GEORGE L. BUBB 


Treasurer 








Attention Treasurers! 


Leading corporations run their current 
dividend notices with us! They know 
that ALL of our readers are stockholders 
of record, seeking investment for their 
surplus funds. 

What better audiences could you pos- 
sibly find to place your dividend notices 
before? 

This is an inexpensive way to build 
permanent stockholders—to build con- 
fidence among security holders in your 
company and its current management. 

Why not schedule your next dividend 
announcement with us? The cost is but 
$1.00 per line! 

Circulation Analysis on Request 


ADDRESS — ADVERTISING DEPARTMENT 
90 Broad Street New York, N. Y. 
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Curtiss-Wright 


Legions of super-machines and skilled workers spell an unprecedented expansion in industrial capacity 
—opening new vistas of post-war progress but also presenting new problems. The machinery makers 
profess gloom over their own prospects, as war orders recede. (See page 138.) But George S. Kent's 
inspiring series of articles (No. 2 on page 123) continues to look beyond the trees to a towering 
forest of post-war investment opportunity, surpassing anything the world has ever known before. 
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The Trend 


THE FOUR FREEDOMS IN THE COAL MINES... 
The continued threat of a coal strike by John L. 
Lewis and his minions constitutes the gravest chal- 
lenge to Federal authority in war time. Lewis, 
coddled by years of indulgence, seeks to dictate not 
only terms of surrender to the government, but im- 
peaches the honor of the War Labor Board and so 
elects to sit in judgment and invalidate an integral 
part of the State. That such effrontery goes un- 
punished, is due to a false conception of his part 
in the world of labor itself. 

The United Mine Workers is not a democratic 
union at all. Local autonomy is nonexistent. The 
right to vote on strikes, on their very. bread and 
butter, is withheld by the so-called Policy Committee 
of the Union, that is, Lewis and his yes-men. The 
strike is not based on the alleged injustices done 
to the mine workers. If it were, Lewis could follow 
the collaborationist policy of the C. I. O., the A. F. 
of L. and the Railroad Brotherhoods. They have 
received six-day weeks, time and a half for overtime, 
and thus added some 60% to the payroll disburse- 
ments of the country. They have done this without 
strikes, threats or even a slowup of production. 

If Lewis is permitted leeway, or is allowed to gain 
prestige in this holdup of the Government, then the 
conservative and patriotic leadership of the unions 


LavrENcE STERN, Managing Editor 


of Events 


will appear to have done less well by reason of their 
moderation. That, and that alone, is the object of 
Lewis. For this egomaniac and megalomaniac, the 
elimination of all those he hates, Green and Murray, 
are the true objects of his answer. He does not care 
for the miner’s welfare. If he did, he could have 
obtained the six-day week, overtime and other bene- 
fits long ago by way of the War Labor Board. 

What he wishes to do is to use his Union Number 
50, a swinging, exploratory Maverick union, to ram 
every other union in the country. Additionally, he 
is an isolationist, and attaches little importance to 
the war effort. Most isolationists have joined heartily 
in the defense of their country, but the unregenerate 
find a gleeful exercise of their talents in bringing 
discord into every aspect of American life. 

The proper attitude of the administration should 
be to expose Lewis for what he is: not a labor leader 
at all, but a man consumed by ambition, who puts 
them into a false position for objects outside the 
mine worker’s interests. The Administration would 
do well to compel democratic procedure in the United 
Mine Workers, restore local autonomy, insist on 
referendums by secret ballot on every decisive ques- 
tion of policy, protect the miners from the strong 
arm squads who roam the mine areas to enforce the 
autocratic will of the masters. Guarantee freedom 
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to the miners in their union and the patriotic re- 
sponse of that large group cannot be doubted. To 
deal with Lewis as their spokesman is a policy that 
enables him to claim the credit of any arrangements 
made that favor the miners. 


THE WITHHOLDING TAX... In the heat of con- 
troversy over the fairest method of getting Federal 
income taxpayers on a current basis, too little pub- 
lic attention has been given to the details of the 
withholding tax which all factions in Congress are 
striving to make effective by July 1. With respect 
to this—as well as to partial bookkeeping concella- 
tion of 1942 income tax debt—the House has done 
a poor job. 

The withholding tax framed by the Ways and 
Means Committee is fantastically and needlessly 
complicated—so much so that for guidance of em- 
ployers in making the payroll deductions the Com- 
mittee had to insert 27 tables, each containing about 
170 items. While the tax withheld is to be 20 per 
cent of income above specified exemptions, it really 
consists of two taxes resting of upon different bases 
of calculation. The 3 per cent Victory tax on in- 
come above a flat exemption of $624 is to be re- 
tained; and superimposed on this is to be a 17 per 
cent tax on income above the regular personal in- 
come tax exemptions of $500 for a single person, 
$1,200 for a married person without children. 

It makes no sense whatever to retain the 3 per 
cent Victory tax, complicating the calculations of 
taxpayers and the bookkeeping of both employers 
and the Treasury. The withholding tax should 
be a simple flat tax—at 20 per cent or any other 
rate agreed on—with only one set of exemptions. 

The basis for the $624 exemption in the present 
Victory tax is that the figure is supposed to repre- 
sent minimum subsistence needs below which no in- 
come tax should cut. If that is so, the $500 exemp- 
tion for single persons in the income tax is too low. 
Moreover, the spread between $500 income tax 
exemption for single people and $1,200 for childless 
married persons is wider than the real difference in 
minimum subsistence needs and thus is illogical. 








CAPITAL INVESTMENT ... The war has extended 
and renewed fixed capital at an unheard of rate. 
Public investment in industrial plant for 1941-3 in- 
clusive seems to be about 6.6 billions and private 
investment 2 billions. In the 1929 boom, 800 mil- 
lions per annum was the very top. Industrial equip- 
ment, though not so spectacular, compares with 7.3 
billions, the previous high in 1929, with 10.3 billions 
invested therein for 1941, and 8.8 for 1942, with 
1943 smaller, but probably not much below 1929. 
On the other hand, construction, both public and 
private, is at about 1929 level, on an annual basis. 

Total fixed capital expenditures in 1941 and 
1942 were 50 billions, a rate a third above that of 
any previous years. Since there was excess capacity 
in 1940, this enormous addition to previous invest- 
















































ment reflects the strain of war production. 

The reduction of construction by one-half, and 
diminishing expenditures for machine tools and ma- 
chinery itself, indicates that the onward advance 


must be limited by the want of human labor-power, | 
From now on, the production of wealth will not take } 
the form of capital investment so much as of war | 


goods, destined to rapid use, disappearance or nearly 
total elimination, as to future utility. We should see 
a slightly increased civilian production in depart- 
ments where such goods would indirectly aid the war 
effort, for example, farm machinery. 

But this very limitation of capital goods, after 
the spurt of the first three war years, holds the 
promise of a long recovery after the war. No recoy- 
ery in consumers goods alone can be sustained after 
the first slack of demand has been taken up. But 
a reduced expenditure on capital for several years 
promises large employment when it is resumed. Nor 
will the shortage of manpower be a consideration 
limiting these investments. The return of millions 
from the armed forces, despite the return of part 
of the temporary army of production to the home, 
will assure a large and efficient body of producing 
labor. The building industry, in particular, has 
even increased its lag of a decade: it ought to be the 
largest factor in long term recovery. As such it will 
bear watching, despite its present dormant position. 


TO STIMULATE OIL DRILLING ... It is agreed that 
the national interest requires a more intensive search 
for new oil production. What is the best way, under 
present conditions, of stimulating exploratory drill- 
ing? Petroleum Administrator Ickes, along with the 
oil industry, favors increasing the price of crude oil 
35 cents a barrel in all fields. Price Administrator 
Brown rejects this and argues that the Government 
should stimulate drilling by direct subsidy, retaining 
a one-fourth interest in producing wells. 

In principle, Mr. Brown is correct. In a war 
economy we can not let prices of oil—or anything 
else—perform their normal capitalist function of 
regulating production and consumption. It is high 
time for the Administration, the Congress and the 
public to comprehend this basic fact and to gear 
war-time economic policy to it. Not until we do so 
can adequate economic stabilization be achieved. The 
only practical, selective, non-inflationary method of 
stimulating production where we need it to be stimu- 
lated for war purposes is through subsidies. 


The objection is raised, in the case of oil drilling, 
that the subsidy money would be largely wasted by} 


incompetent, amateur adventurers who know nothing 


about the business of finding oil. But do we havef 








to assume that whatever Federal official handles a 
subsidy program 









contrary, this publication sees no reason why Fed-f 





eral oil-drilling subsidies can not be directed with> 





competence, assuring exploration by experienced} 
operators on the advice of qualified geologists. 
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BY 





Our Abrica Zz olicy— 


JOHN 


DANA 


FUTURE AMERICAN-FRENCH COLLABORATION 


= victory of our forces at Bizerte has gladdened 
every American heart. A new army, initiated only 
yesterday to the exigencies of fighting in desert and 
rock and forbidding bare mountains, has shown the 
characteristic superiority of free men over the seas- 
oned veterans of the dictators. Here, where Stephen 
Decatur first punished the wanton pirates of Algiers 
and Tunis, Americans of our own time have crushed 
the industrial pirates of Germany and their Italian 
satellites. 

This victory is the fruit of 
a logical policy. That policy 
is that the security of the 
United States must first be 
attained in Africa. The second 
lesson should not be missed. 
That is that the continued 
security of the United States 
requires that Africa be a 
pivotal point of our collab- 
oration and interest. 

The whole of our hemis- 
phere is shadowed by Africa. 
Air developments have made 
the South Atlantic from Sene- 
gal to Brazil a mere seven 
hours flight. From the Straits 
of Gibraltar in latitude 36, 
opposite Norfolk, down to 
Cape Town, opposite the Rio 
de la Plata, the direct, easy, 
air and naval route to the 
domination of the Americas 
is based on Africa. It was no accident that Ger- 
man policy, even in Bismarck’s day, insisted on 
Togo, the Cameroons and Southwest Africa as 
points of vantage for their long-term South Ameri- 
can policy. The geographical bases of economic 
The Monroe 
Doctrine, the Good-Neighbor policy, both depend on 
an African sphere of influence. Whosoever controls 
Western Africa controls the South Atlantic in a 
position to nullify our best efforts: even maybe to 
put us in dire peril. 

The dominant power in Northwest and Central 
West Africa is France. The secondary power is held 
Liberia is an 


American sphere of influence. Britain has settle- 


ments in Gambia, Sierra Leone, the Ashanti and 
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The Bou Jeloud, Capital of North Morocco 





Gold Coasts. Among all of these, Nigeria alone is 
an important and prosperous British colony in this 
coveted area. Basically an understanding between 
the United States and France, with its overshadow- 
ing influence on the other Latin states, is the key to 
the safety of our hemisphere. Our friendship is of 
equal importance for the existence of a free and in- 
dependent France on the European continent. And 
the French, as our faithful allies, would feel a se- 
curity that they have never 
felt before. We can work to- 
gether economically as well, 
for their African areas, so 
rich in industrial and commer- 
cial promise, require as a re- 
sult of this war the revivifying 
touch of American capital and 
industrial inspiration. For us, 
collaboration with France 
would mean friendly relations 
with the whole of Africa at or 
near the Atlantic. With such 
an alliance we would substan- 
tially step up the safety of the 
Americas, implementing the 
Monroe Doctrine. The tem- 
porary obscuring of the im- 
portance of France should not 
blind us to its political and 
geographical significance for 
the destiny of this hemisphere. 

West Africa produces co- 
coa, copra, palmoil, phosphate 
rock, ebony, gold. The mineral promise of Morocco 
is extremely extensive, while Liberia is a nearby 
source of crude rubber. We may look to the Belgian 
Congo for copper, radium, and rare metals. None 
of these countries have attained a tithe of their de- 
velopment. American hygiene, which transformed 
pestilential Havana into salubrity, redeemed fever- 
ish Panama and gave new sanitation and life to the 
Philippines, could add incredibly to the wealth and 
production of this area. 

The tsetse-fly and malaria, the two plagues of 
tropical Africa, can be beaten. Once beaten, the re- 
vitalized and physically powerful Negro peoples of 
the Guinea Coast and keen Berbers and Arabs can 
show their latent qualities for production. The ports 
need jetties, docks, land- (Please turn to page 160) 
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The technical action of the market continues favorable, suggesting 
that further advance in the averages over the early future is more 
probable than decline. But bargain-day for new buyers has def- 
initely gone and the potential for profit is importantly diminishing. 


BY A. 


Summary of the Fortnight: With news develop- 
ments abroad and at home predominantly on the 
cheerful side, there was a further broadening of 
demand for common stocks. For the first time in 
three years, volume last week exceeded a daily aver- 
age of 2,000,000 shares. Low-price stocks continued 
to provide the vanguard of speculative leadership, 
although a new recovery high was also attained by 
our index of 100 highest-price issues. 


; bull market not only has continued to con- 
found the bears. Among responsible professional 
counsellors, there is considerable head-shaking—by 
no means confined to “sold-out bulls.” Especially in 
the case of low-price stocks, the relative ease with 
which it has thus far been possible to make fat per- 
centage profits induces an_ increasing 


What's Ahead for the Market? 


= 





MILLER 


chines, General Foods, Procter & Gamble, J. C. 
Penney, General Electric, etc., on most of which the 
dividend yield is low or moderate. 

Then there is the familiar old hedge that cautious 
analysts can always resort to when they begin to 
feel out of sympathy with a rising market. It runs 
like this: “The long range outlook continues favor- 
able; we are in a bull market which seems to have 
considerably further to go in time and price. But 
temporary interruption of the major uptrend by an 
intermediate set-back should not be surprising. 
Military successes may have the effect of depressing 
the prices of war stocks”—ete. 

Not being clairvoyant, none of us can really blue- 
print “the long range outlook” nor, if we agree that 
it looks favorable, can we forsee at what price level 
and at what time a bull market will have over-dis- 





caution in the minds of veteran financial 
observers. 


Cautionary professional advices now PER CENT 
being offered to investors and speculators 350 7H 
follow varying lines; and run _ rather i 
heavily either to generalities or to soem. ae baapanile in 
“hedges.”” Among the generalities — to 300; 1 ‘St as soil — “4 
which we certainly take no exception—it 7“ Kad ove 1, 
is suggested that from here on, especially 2—Shipbuilding hy 
if there is another phase of sharp advance, 250+ 3—Air craft Lo 
speculative holdings should be reduced, 4—Machinery i. 
rather than expanded; and that if further 5—273 Stocks — ee 
purchases are made, they should be con- 200+ 6—Oil aid Ven 
fined to better-grade stocks. 7—Soft Drinks Maid Woy 

In the event of serious market set-back, 8—Tires es 
low-price stocks will not be the only ones y—Amusements ne hy 
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to decline—although in percentage they 
will, as usual, decline more than medium- 
price or higher price issues. It is nega- 
tive comfort to tell a would-be buyer that 
in event of reaction, Union Carbide or 
General Motors would “go against” him 
less than International Telephone or 
Radio. The inquirer is seeking profit— 
not a loss, whether small or large; and, 
being human, he seeks a large profit. If 
he is a typical 1943 speculative-investor, 
he has no enthusiasm whatever for slow- 
moving “investment quality” stocks such 
as du Pont, International Business Ma- 
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For our part, we just 
don’t care to count 
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counted the promising elements. There is no statis- 
tical answer to the problem. Every bull market is 
pretty much a law unto itself and is, above all, a 
psychological manifestation. Quoting an apt and 
favorite observation of a poetically-inclined con- 
temporary analyst: 

“Prices are neither high nor low; 

*Tis only thinking makes them so.” 

Where will the market price level be three months 
or six months from now? The answer depends upon 
(1) news developments in coming months and (2) 
the psychological reaction, on balance, of investors 
and speculators to those developments. The basic 
trend of news developments—in the war and on the 
home front—is favorable, which is one reason why 
we have a bull market. In our view the potentiality 
of a serious market set-back some time in 1943 does 
not center on the possibility of adverse news of 
major importance but on war news so good as to 
confront investors and traders with the psycho- 
logical problem of early peace with Germany and 
what to do about it. 

When this peace comes into sight, the consensus 
may well be that post-war potentials of business 
volume and earnings—on which stock prices now 
rest far more than they do upon war-time volume 
and earnings—have been discounted too far in 
advance; and that allowance, especially in timing, 
must be made for some of the less bullish aspects of 
transitional economic adjustments. 

On the assumption of a major bull market after 
the war—is it likely to be merely an extension of the 
present bull market, subject meanwhile only to “‘in- 
termediate” reactions? Or is it more likely to be a 
distinctly separate entity, created after an interlude 
of time—-if not price decline—that qualifies as 
something more than a reaction? If we answer yes 
to the first question, we would be projecting a bull 
market which began in April, 1942, through the re- 
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the chickens that far 
ahead or anywhere 
near it, for a variety of practical reasons. 

At the present time our weekly index of 273 
stocks is approximately 45 points above the bear 
market low of early 1942 and 34 points under the 
major peak of 1937. It is possible—though we are 
inclined to doubt it—that the peace high of 1937 
can be equaled during war, despite war-economy 
controls. Even on that optimistic assumption, 
bargain time obviously has gone. One would be buy- 
ing for an assumed potential of 42 per cent more 
advance—in terms of the most representative price 
average—after an already established advance of 
approximately 100 per cent. The actual potential 
might be—and we think it prudent to figure that it 
probably will be—less than this. 

In projecting our tentative thoughts forward on 
the market, we are strongly inclined to think in 








terms of this year—rather than “long range,” which 
to our mind can only mean “post-war.” Thinking 


in terms of this year, we can not argue that stocks 
are still cheap. They are not. Therefore, in coming 
to grips with the problem of whether to advise new 
purchases at this level—which is up another 7 per 
cent even since our last previous analysis was 
written—we can only lean to the distinctly cautious 
side. For those “light” in stocks—especially if they 
must have income return or are otherwise reluctant 
to leave cash in idleness——a sensible case can still be 
made for discriminating purchases. For those now 
“heavy” in stocks—especially of speculative quality 
—we think the sensible policy will be progressively 
to take advantage of strength to pare down holdings. 

As regards timing of sales, we must emphasize 
that the technical indications at this writing continue 
bullish, and that further advance seems more likely 
over the near term than imminent reaction. If you 
demand a positive “take-profits-right-now” signal 
from the market action itself, it has not yet been 
given—Monday, May 10. 
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a first article in this 
series stressed the profit 
potentials in American 
corporations on a_ do- 
mestic basis. It revealed 
their large hidden in- 
come, their enormous ad- 
dition of new capital, and the consumer savings 
available to buy the production resulting from this 
increased capital. 

But the United States is not Shangri-La. It is 
part of a world economy. That world has been torn 
and shattered, its population ravaged, dispersed and 
enslaved and its economic organization distorted to 
serve the needs of its temporary totalitarian con- 
querors. 

The United States undoubtedly produces half of 
the manufacturers of the world. No matter what 
the size of the domestic market, still the population 
of this country, although wealthy as a whole, num- 
bers only 6% of the human race. What are the 
realistic possibilities in the present situation? Will 
world devastation so shatter economic society that 
the only thing we can hope for is to be Lady Boun- 
tifuls, perpetually distributing lease-lends in peace 
time in order to maintain a semblance of world 
order? Or will we find really profitable opportunities 
for our corporations, and excellent employment at 
high wages for our workers out of this reconstruc- 
tion? 

Foreign trade has often been pooh-poohed as a 
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Profit Potentials Under 


World Reeovery 


mirage for America. The 
isolationists recall that 
we were told in 1918 of 
the great promise of 
world markets but that 
we remained inferior to 
Britain as an exporter. 
To base recovery on the external world has seemed, 
to these isolationists, to put the cart before the horse. 
First, we are to recover internally, then make plenty 
of money internally, and then, they contend, with 
whatever we have left over, we are to export in 
order to collect some additional small change. This 
view of American economy was false yesterday, is 
false today, and is the very reverse of the truth for 
tomorrow. 

America has been largely based on frontier devel- 
opment. Every time markets in the East were sat- 
urated, we got out of our crises by the further devel- 
opment of the West and the creation of a new market 
there. After the panic of 1817, we expanded in the 
Mohawk and Ohio valleys, and that new market soon 
built a recovery so fantastic that we went hog-wild 
gambling in future land values. When we paid for 
our excess of enthusiasm with the panic of 1837, the 
rise of the great Northwest and the cotton south- 
west, from Minnesota to Texas, and of gold in Cali- 
fornia, after the Mexican War, gave us an industrial 
market that we had never before thought possible. 
After 1873-79, when the hard times passed, we de- 
veloped the West from Kansas to Oregon, and by 
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1893 our industry became the most powerful of any 
nation. 

The development of the frontiers and the conse- 
quent mass immigration of Theodore Roosevelt’s 
time largely matured our industrial system. We no 
longer had undeveloped domestic frontiers. But 
then came the World War. Those war exports re- 
made our country. That was the first projection of 
American industry to create a foreign frontier. Our 
economic slack was no longer made good by the cow- 
boy, prospector, pioneer and “nester”: it was made 
good abroad. : 

But even while our frontiers were being developed, 
the growth of this country was never entirely on a 
domestic basis. Prior to the War of 1812, we had 
a large “triangular trade”; that is, shipments of 
rum from the West Indies to England and the carry- 


ing trade back. After the development of the South 


and West, we sent cotton to Lancashire and Nor- 
mandy, we shipped wheat and corn to Britain and 
the Low Countries. Without that means of payment 
we would not have had the billions loaned us by 
Europe to build our canals, rail- 
ways and factories. 

Figures are often cited to show 
that a mere tenth of our manufac- 
tured goods has been exported, 
hence exports are not very impor- 
tant. Apart from the fact that 
even this gives employment to some 
three million workers, it ignores the 
margin of profit. That tenth 
in exports does not represent a 
mere tenth in profits. It is the sur- 
plus over that production which is 
easily marketed at home. It pro- 
duces, according to some estimates, 
a third of the net profit of Amer- 
ican industry. Without it, our 
corporations would not have en- 
joyed net profits of a sufficient size 
to make their accumulation of new 
capital as splendid as it has been. 
Overhead costs are much the same 
for nine-tenths of the product mar- 
keted at home, as for ten-tenths 
marketed both at home and abroad. 
The export trade presented us im- 
portant net gains which enriched 
our industry. 

It did more. It enabled us, by in- 
creasing our sales so profitably, to 
introduce labor-saving machinery 
that cut the cost of production at 
home, and so cheapened goods as 
to install refrigerators and radios 
in almost every home. The varied 
refluxes of exports are so impor- 
tant that it is time they were prop- 
erly stressed. The problem is not shall we rely on 
capital abroad and exports. We do. The problem 
is, rather, how will these corporate profits rise to 
new heights? 

America’s new frontier is the world. Her added 
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war capital requires an expanded world market. But 
we did not exceed British and German exports for- 
merly. Why will we do so now? 

When the war ceased in 1918 Britain remained 
a creditor country. True, she had realized some in- 
vestments in the United States, but on a world basis 
she retained about three-fourths of her investments 
abroad. Since she was three times over the leading 
investor abroad, prior to 1914, she was, in 1918, still 
the first lender and the first collector of the fruits 
of that lending. Sterling was still the medium of 
world trade: shipping and insurance and banking 
receipts ; capital and consumption exports continued 
to follow her placements abroad. 

The United States, a new and unpractised cred- 
itor country, loaned money primarily to Europe and 
especially to Germany. As Germany had the largest 
network of trade connections abroad (after Britain), 
we financed our competitor for the world market. 
Even so, our direct industrial investments abroad of 
seven billions have yielded us handsomely. Most of 
those made in South American oil and copper and 
nitrate, in utilities, in sugar and 
tobacco, have given us an impor- 
tant increment. They were small 
for us. Britain, with a sixth of our 
wealth, loaned seven billions in the 
decade before World War I. We 
were the third man in the show: 
relative to our manufacturing out- 
put, we were not in the race at all. 

This war diminishes competition 
from the creditor countries. Britain 
has suffered a net de-investment 
of 15%. Before the war is over, 
she will suffer one of 25%, and 
that on an optimistic estimate. 
That net de-investment of capital 
(that is, loss of net capital assets) 
has taken place mostly abroad. Her 
creditor position against her great- 
est debtor, India, is gone. That 
against her second debtor, Aus- 
tralia, is lessened. The Argentine 
is being transformed from a debtor 
country in this war almost as rap- 
idly as the United States in the 
last. The Netherlands owe the 
greatest source of their credits 
abroad to the hope that American 
troops may restore to them some of 
the profitability of the East Indies. 

Germany we will never recon- 
struct. Once bitten, twice shy. 
Hence that enormous volume of 
savings in the United States, that 
net addition to wealth, is the one 
remaining source of world recov- 
ery, except for refugee capital 
temporarily located here. But to what avail, pessi- 
mists object, that we have the largest amount of cap- 
ital to export? How can we be a great creditor state, 
if we deny (by our tariff policy) the means to repay 
these advances, or, at the least, to pay interest 
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charges thereon? We are guaranteeing their default: 
we will end up as net losers. 

This sterotyped argument is based on the theory 
of the balance of trade. Based on the past quantity 
and direction of foreign commerce and investment, 
it does not deal with a single one of the new dynamic 
features in the American war economy. It forgets, 
conveniently, how Britain built up her Empire. She 
was not a partial free trade country until 1846: not 
a true free trade country until 1860, when the Cob- 
den-Chevalier treaty first made her a free importer 
of manufactures. Yet, prior to that time, she had 
laid the economic foundations of her Indian Empire 
by railroad and canal investment; of her American 
receipts, by developing our Mississippi Valley; of 
her new lands down-under; and of South America, 
which for generations was, effectively, her colony. 

Until she adopted free trade, then, she lived, as 
the American colonists once did, by triangular trade. 
She carried world cargoes, and was the counting 
house, insurer, carrier and middleman of the human 
race. That her later free trade policy assisted her, 
is true. It enabled her to transtorm cheap mineral 
and agricultural supplies into more costly manu- 
factured goods. 

Must we adopt free trade to make our foreign in- 
vestments productive? You must copy free-trade 
England, say the oldline economists. Not at all. We 
are developing fresh means of payment, as fitting 
to our present situation, as the British plan was 
fitting to its time, even if our tariff policy is retained 
basically. 

The world thirsts for capital. China would, if 
granted the slightest opportunity, turn herself into 
a capitalist country. So would India. These two 
countries, by themselves, could take up the capital 
exports of every manufacturing nation for several 
generations. Australia has discovered in this war 
that she can manufacture: she no longer expects to 
live on wool and wheat exports alone. South Africa 
has developed a co-operative state system of manu- 
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factures that may become an international model. 
She wants to be free of her dangerous dependence 
on gold and diamonds alone. 

No colonial country wants to be at the caprice of 
single exports. Every tropical country remembers 
how the madder crop and the indigo crop were super- 
seded by synthetics. Rubber faces a substitute, tin 
faces economical plating methods. Few are the raw 
materials that do not face either synthetic competi- 
tion, supersession, alternative or substitute products, 


Single Product Countries Diversify 


The Tropics know that they must be transformed 
into fairly self-sustaining nations or they stand a 
good chance of sinking into perpetual misery, when 
their few exports cease to be as largely demanded 
at a reasonable price. Hence, every agricultural 
country is becoming industrial. Brazil receives dye 
machinery from this country. Australia uses, almost 
exclusively, American machine tools. The British 
fear our omnipresent and popular machinery sales- 
men in Australia and India. For they know, what 
the Germans found out long ago, that he who sells 
the machines, sells the parts and services them for a 
long time afterwards. 

The Nineteenth Century saw rural Europe and 
America turn into industrial powers. The Twentieth 
Century will see the end of backward nations. 

For most of the world is atrociously poor. And it 
now knows that there is no need for this. The de- 
velopment of Siberia and of Turkey are cases in 
point. The American movie has made an American 
world. Civilizations that have dozed since Buddha, 
see the strange lives of people in America. They 
watch their wealth and their conveniences, and they 
envy them. They are no longer isolated. They are 
impatient with their old shamans and imams and 
petty, ignorant despots. They want music in their 
homes, to see the cinema, to ride in autos. They need 
scientific agriculture. They ask, how it is that in 
cold Canada the people are richer than in 
tropic lands where three crops a year just 
spring out of the soil? 

Here is America’s persuasive power. The 
only visual propaganda of importance is 
American. The German propagandist may 
corrupt or slyly utilize old prejudices or he 
may cover peoples with a barrage of propa- 
ganda, but the eye, man’s one great instru- 
ment for discovery of physical needs, is 
American. We have made the world in our 
image. Unlike other countries, however, our 
government has not subsidized nor altered 
movie production to suit our industrial book. 
During this war, the movie industry has be- 
come acutely aware that it is the spreader of 
the American way of life. It takes the long 
historic background of peoples into consid- 
eration as subtly as did the Germans. And it 
gives them fun besides, something the German 
imperialist hasn’t got in his soul. The Amer- 
ican is still the Connecticut Yankee: drollery 
and invention com- (Please turn to page 154) 
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BY GEORGE COLLINGWOOD 


Ax obscure item in recent newspapers tells us that 
a commission has come from Ottawa to Washington 
to discuss ways and means of preventing a rise in 
the Canadian dollar to parity. The Canadian losses 
of American dollar exchange, which went on for sev- 
eral years, have not only been arrested; they have 
been reversed. Canada today is in a superb cur- 
rency position. So many war arrangements, how- 
ever, depend on retaining the present discount of 
10% on the lusty Canadian dollar, that ways and 
means have to be found to assure that that parity 
is long maintained. Yet, if the Canadian dollar is 
undervalued, ultimately its true value must break 
through. Perhaps that will occur when the war is 
over: perhaps the inconveniences that an upward 
revision would bring about may be eliminated in a 
reasonably near future. Whatever the time of re- 
vision, the wideawake American investor must ask 
himself what profit potentialities there are for him 
in this upward valuation of the Canadian dollar. 

Nor is the Canadian dollar alone in this calcula- 
tion. Canada possesses enormous claims on sterling. 
It has granted lavish accommodation to the belea- 
guered mother country. These claims on sterling 
form the third element in the equation. It is not 
so much that upward revision of the Canadian dol- 
lar parity would disturb North American relations 
that is in question, so much as upsetting the deli- 
cate balance whereby sterling is valued at the con- 
ventional figure of $4.04 in New York and $4.46 in 
Montreal. The Canadian dollar can scarcely be 
stabilized at par without a corresponding arrange- 
ment with London. 

That the British pound too has an upward tend- 
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ency is now clear. Lord Keynes has even suggested 
(we are sure, sportively) that the pound be valued 
at $8. He argues that, however necessary it may 
be for the war effort that lease-lend be continued, 
its economic effect is to put a premium on the re- 
ceiver—the British—and an economic drain on the 
giver—the United States. 

Until now, American financial opinion has been 
disinclined to accept this thesis. It has been argued 
that an upward revision of sterling would hurt 
Britain both ways. She is a lender on balance, and 
she must not therefore make debt repayment too 
onerous by making the pound dearer to her debtors, 
and she is an exporter and she cannot afford to 
make the pound dearer to her customers. But these 
formerly valid considerations are upset by the lease- 
lend debt to America and Canada, by her diminished 
export position, by the need for large continuing 
imports and by the weakened creditor position of the 
United Kingdom. Ruling out the absurd $8 hy- 
pothesis, it does seem likely that the British pound 
will be reestablished at or very near the old parity 
of $4.86. That is 83 cents above the current quo- 
tation, and it is well above that prevailing for £10 
bank notes, which have fluctuated between $2.50 and 
$3.50 in recent months. Since £10 exceeds the 
amount any one person can take into Britain, the 
quotation for this denomination really measures the 
long term expectation of British victory, minus com- 
pensation for the waiting time until sterling is freely 
exchangeable at older parities. 

But the investment market has lagged far behind 
exchange quotations. If the pound is pegged at 





$4.03 to $4.04 for commercial transactions, and if 
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the bank note which has to be hoarded for the dura- 
tion has centered about $2.75, the quotation for 
British securities in New York has even now, barely 
caught up with either quotation. For example, in 
1941, long after Britain had mastered the Nazi air 
attack, and after the ill success of the Russian cam- 
paign for the German armies, British securities in 
New York were still quoted at parities that implied 
that sterling was not worth even $1.50. British- 
American Tobacco shares, selling for 80 shillings 
(or four pounds) in London, sold for $6 in New 
York, that is at the rate of $1.50 per pound. 

As for the less distinguished stocks, some of their 
quotations were fantastic. In 1941, when the tide 
had turned, British Celanese sold at 7/9 in London 
and 3/16th in New York or at under a dollar for 
sterling. That was a momentary freak, but that it 
was possible for even a single dip, is eloquent of the 
disregard for values. 

British General Electric, a steady earner and high 
class company, at one time sold at a parity of $1.04 
per pound. As these unfounded quotations receded, 
and common sense asserted itself once more, the quota- 
tions came nearer to ordinary sterling prices. But 
note that for two years or more people were willing 
to pay more for Bank of England notes, bearing 
no interest, and which had to be kept in America, 
and on which they lost investment income, than they 
would pay for depository certificates for British 
shares with a handsome accrual of dividends! It is 
certainly not true that the market instantly sees 
anomalies. Nor does it see them today. 

It might be thought that war fears disorganized 
investor judgment on Britain. But our neighbor, 
Canada, whose safety is our own, and whose defeat 
is unthinkable in purely domestic terms for our- 
selves, did not show up much better. Here it was not 
so much the American investor who misjudged, as 
it was the Canadian himself. He had nothing like 
the robust confidence in his currency that was shown 
by New York bankers. In 1941, for example, that 
prime Canadian investment, Consolidated Mining, 
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was quoted in Montreal at a price that indicated 
that the Canadian dollar was worth only 67 cents, 
while the free dollar was currently traded in at 84 
cents. Nor was this exceptional. In December, 1941, 
the average Canadian stock which was quoted on 
both sides of the border, averaged 63 cents per United 





British Securities Whose American Certificates 
Are Dealt in in New York 


Assets 1938 (Peace) 1941 (War) 1943(Recovery) 
(million $) High Low High Low  High* Low 


io 22% 8% 6 152 12% 


British American 
Tobacco (Bearer)...... 270 


British Celanese ............ 70 /e VW 3/16 2% 1% 
Comrterwlds ...........ce000000 12 62 2% 1% 7 5% 
Imp. Tobacco 

eee 37% 302 9% 7 19Y2 167% 
Elec. Mus. Ind... oe 4 2s Ve ¥x% 4% 1% 
Gen. Elec., Ltd. 19% 16 6%, 4 12 9% 
Imp. Chemicals 8% 7s 2% 2% 6%, 5% 
Roan Antelope .. 3s 4 20% 14s 5% 2% 8% 5% 
ee 200 243% 21% 64%, 5% £11 8%, 





Ford Motor (England).. 80 53% 863 Ve 2 1 45 3% 





* Latest cash sales. 





States dollar in the Canadian markets, when the 
currency was at 87 cents. In other words, the stock 
quotations functioned as a dollar quotation forecast 
as against the official quotations. And the gentle- 
men who calculated that pessimistically have been 
proved wrong: they underrated the recuperative 
power of their own Canadian war economy, whose 
performance should provoke even Americans to the 
envy of emulation. 

So much for past mistakes. But today Canadian 
stocks still sell at an average price of about 80 cents 
U. S. currency when the official quotation has to be 
protected against a tendency to go above $1.00! And 
British securities prices still figure the pound under 
$3, although we now know that the pound has to 
be held down rather than sustained. Today, the 
inertia of markets maintains a tendency when the 
stocks, if anything, ought to be at a premium over 
currency to anticipate the profit from upward val- 
uation. 

This difference is not affected by the length 
of the war. Since the duration equally affects 
British currency and British stocks, it is the arbi- 
trage between the two that is here in question. If 
Canadian dollars and British pounds are not fully 
represented in the stock market, what should the 
policy of the investor be? Does it pay the American 
stockholder to exchange 80 cents in present money 
for a dollar in future money? Or $3 for $4.86 in 
the remote future? Can he use his money to better 
advantage at home, than to back stocks abroad 
against x possibilities of 2 duration? 

The most salient study, when currencies are in 
question, would be the gold mining stocks. The 
American gold mining shares are limited: Home- 
stake among big producers and Alaska Juneau in 
the perpetual hope category. But here the principal 
attraction is that gold may be valued upwards from 
$35 per fine troy ounce to some higher figure. But 
there is no constitutional bar, not even that of dis- 
crimination, against a law being passed that would 
take over from domestic mining enterprises the 
whole of that added profit in taxation. True the 


THE MAGAZINE OF WALL STREET 









eee ee et 


ee ae, eee 








licated 
cents, 
at 84 
1941, 
ed on 
United 


ecovery) 
* Low 





n the 
stock 
recast 
rentle- 
. been 
rative 
whose 
to the 


adian 
cents 
to be 
' And 
under 
1as to 
y, the 
nm the 
1 over 


1 val- 


ength 
ffects 
arbi- 
n. If 
fully 
d the 
rican 
noney 
86 in 
better 


broad 


re in 
The 
[ome- 
au in 
cipal 
from 
But 
f dis- 
vould 
; the 
e the 


REET 





wording of the law would have to be such that it 
would not be directed specifically against gold com- 
panies, but that would not be too difficult for Treas- 
ury experts to contrive. 

In Canada, on the other hand, and in Britain, 
the feeling against that type of taxation has not 
been overcome under the direst needs of war. British 
fiscal tradition regards all discriminatory imposts 
with disfavor, and a tax on capital appreciation is 
abhorrent to the British idea of financial sanity. The 
British argue that American budget difficulties arise 
because we tax capital gains. Hence the Treasury 
is full to repletion in bull markets: it is unduly 
starved by deduction of capital losses in bear pe- 
riods. When it least needs revenue, it has it in 
excess: when it most needs revenue, it is pinched. 

British and Canadian taxation is based on normal 
recurrent income. Hence a gain in the capital value 
of gold stocks would not be taxed, and their added 
income from a higher American price for gold, would 
be subject to ordinary income tax rates, or excess 
profit duties. 

Thus the gold shares superficially would appear 
the best choices. One pays 80 cents for a Canadian 
gold stock or 75 cents for a British gold stock, 
against a real value of one dollar. If the dollar is 
revalued, the mines receive more income in dollars. 
If not, they have been bought cheap. 


Post-War Canadian Gold Prospects 


But here the advantage may end. For the Ca- 
nadian gold producer now receives $38.50 per ounce 
in Canada, because the currency is worth 10% less 
than the American; that is, gold is worth 10% more. 
True, the Canadian dollar would be worth 25% 
more to the American purchaser in that case but 
the company in which he invested would receive 10% 
less in Canadian money if American gold prices 
remain unchanged. The differential effect on profits 
of that 10% decline in receipts must be greater 
than 10%. Hence, Canadian gold stocks may not 
be the bargain they seem, even on a favorable cur- 
rency basis. 

Nevertheless, there is still a differential favoring 
the purchaser. For gold mining is at a low ebb 
during war. Skilled miners are needed to mine metals 
that can blast our enemies rather than a metal useful 
primarily for post-war credits. The production, and 
hence the earnings, of these mines are unduly low 
today. Costs are high and output restricted and 
labor rationed. But once peace is restored, Canadian 
gold mines will operate again at capacity for the 
needs of Canadian credit abroad. Then the Amer- 
ican investor who bought them at 80 cents on the 
dollar will find himself rewarded not only indus- 
trially, but with an exchange premium as well. For 
if the Canadian mines sell a great deal of gold at 
$35, it implies better earnings than a restricted pro- 
duction at $38.50. 

More than that. Canada does not tax capital 
gains. It temporarily limits net earnings of corpora- 
tions to 70% of the five year pre-war average. 
Hence the tendency of Canadian companies is to pay 
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as little as possible in dividends and to repay debt 
and build up net capital assets for the stockholders. 
As this asset position increases, there is a real, but 
deferred, income for the investors. Undistributed 
income in Canada by 1941 had increased to 60% 
of dividends declared as against 34% in 1939. The 
American investor in Canada has the advantage that 
that capital buildup (really an income) is not taxable 
in Canada, nor are his gains taxable when he finally 
sells the shares. If he, therefore, chooses to await 
realization of these assets, as expressed in market 
price, until after the war, he will enjoy a currency 
premium, plus an assets increment, and pay only 
United States tax on his profits, but at peace rates. 
There are many portfolios to whom a triple benefit 
like this would be welcome. Canadian companies that 
rely on exports, for example, are not now profiting 
by the currency discount, owing to concentration 
on war production. Many of these will be excellent 
earners in the post-war period. 

The building up of asset value, as a result of the 
restrictions on disbursable earnings, means that re- 
conversion to peace will be more cheaply affected in 
Canada and Britain than in the United States where 
the tax gatherer treats war profits as though they 
are genuine disbursable income. Hence here the in- 
vestor pays a heavy tax on disbursed corporate 
income when it reaches him as dividends, and receives 
less dividends because the company has been so 
heavily taxed and yet it has not built up asset value! 
In Canada he faces reduced dividends, true, but any 
calculation by those in the upper brackets will show 
the profit in the Canadian financial arrangément for 
them. If the waiting period be not prolonged more 
than three years, the advantage in Canadian or 
British investment, even including the more debat- 
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National Film Board, Ottawa 
The Copper Cliff at Creighton, Ontario; copper is an im- 
portant contributor to International Nickel's income. 


able gold share, thus is very marked at their present 
discount from the currency quotations. 

The position of British stocks is still more favor- 
able, on a relative basis. Taxation on true, recurrent 
profits is far heavier in (Please turn to page 153) 
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iY EVERY investor, the post-war business cycle, and 
the resultant conclusions, will be a matter of pro- 
found importance in more than just the ordinary 
sense. This sounds like a truism; every new cycle, 
of course, carries with it important implications re- 
flecting the constant change of basic economic con- 
ditions. However, the post-war cycle should 
transcend in importance anything that preceded it. 
The reason is obvious. At no time in our economic 
history has our productive capacity reached such 
heights, the latent purchasing power and hunger for 
goods such unprecedented proportions; never before 
existed a basic condition so highly conducive to the 
direction of our economic trends into entirely new 
channels. The coming business cycle, therefore, will 
not only furnish the touchstone of the wisdom of 
past investment policy; it will witness the develop- 
ment or completion of shifts in our economic pattern 
which in all probability will have a most incisive 
bearing on future investment policy. Failure to 
recognize these shifts in time may prove costly. 
Unlike the years prior to 1929 when we were living 
essentially in an economy of scarcity (not used in 
the New Deal sense) where problems of substitution 
and supercession were small and in which the secular 
trend of our major industries was uniformly up- 
ward, the post-war era, infinitely more than the 
preceding decade which was characterized by over- 
production and increasing shifts from one product 
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to another, will be conditioned by the terrific ex- 
pansion of our production apparatus and the im- 
mense technological progress. 

As the new era unfolds, far-reaching fundamental 
changes in our economy are bound to take shape; 
in fact, they are already in the making today and 
as they develop, they will vitally affect the future 
status of many industries and corporations. One 
need only recall the effect which the advent of the 
automobile had on our railroads; the competitive 
struggle between solid and liquid fuel, between rayon 
and ‘cotton, between the steam, electric and internal- 
combustion engines, to realize the unsettling poten- 
tialities inherent in the growth of our newer indus- 
tries: the airplane, plastics, light metals and the 
many synthetic materials in numerous fields. How 
our established businesses will fare with the coming 
of age of these newcomers and how in turn these new 
industries themselves will progress, will become evi- 
dent as the post-war cycle runs its course. Its mani- 
festations may easily require us to revise importantly 
our former concept of common stock investment. 

To the prudent long term investor in equities, it 
has long been an axiom to confine his commitments 
largely to growth industries. Generally speaking, 
any company or industry with prospects of expan- 
sion is given that label. The newer canons of 
common stock investment have tended to narrow this 
definition and thus, in the stricter sense, growth 
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companies have been defined as companies whose 
earnings move forward from cycle to cycle. Their 
determination is not always easy as there is as yet 
no definite answer to the question of just how many 
cycles are needed to permit definite conclusions. 
Prior to 1930, most companies grew from cycle to 
cycle as part of our steadily expanding economy. 
The distinguishing characteristic, as here under- 
stood, developed only between 1929 and 1936/37. 
In this one cycle, we find that most companies failed 
to regain their full depression losses. The minority 
that did stand out as genuine growth companies, 
combining the advantage of a long period of up- 
building and an exceptional ability to expand in the 
last decade. However, since this latter performance 
was based on a single cycle only, how sure can we be 
that it will be maintained over the longer future? 
To this question, the post-war business cycle is ex- 
pected to furnish answers which will guide not only 
future investment policy but may well compel a re- 
vamping of our existing investment pattern as well. 


Growth, Stability, Decline 


Most successful companies of the past are found 
to have pursued a well-defined life cycle, consisting 
first of a series of struggles and setbacks during 
their formative days, then a halcyon period of pros- 
perity and persistent growth which in turn eventu- 
ally passes over into a final phase of super-maturity, 
characterized by a slackening of expansion and 
perhaps actual loss of leadership and declining 
profitability. The past shows many examples: our 
railroads, the coal industry, the cotton industry, 
steel, meat packing and others, all in various stages 
of the development cycle. It follows that a business 
that has enjoyed a very long period of increasing 
earnings may well be near- 


new products and processes emerging from labora- 
tories. But if mere ownership of a research labora- 
tory could guarantee a successful future, every 
company would have one. As it is, the ability of the 
research staff, the kind of facilities, the potentiality 
of the field under investigation and the company’s 
ability to develop and market new products are 
all-important considerations. 

Then there is the question of price. What price 
is the investor justified in paying for the growth 
element? If the price of a growth stock reflects the 
past record only, it may be a bargain. If the market 
has discounted future growth, as it will have in many 
cases, it entails a certain risk. It would therefore 
be a good rule if the element of the future is ex- 
amined with real care rather than readily accepted 
via some easy generalization. 

A number of “genuine” growth companies is 
listed in the accompanying table, giving a graphic 
picture of their record during the 1929 to 1936/37 
period; there are many more, of course. Still, their 
aggregate number is relatively small compared with 
the total of listed stocks. The table contains many 
old favorites; this is not surprising but rather re- 
flects the attributes necessary to any equity to 
qualify as a seasoned growth stock. In compiling 
their record, the trend of profitability was based on 
investment return (dividends and interest paid out) 
rather than net income which often is not a true 
indicator of earning power. As a supplementary 
test, it has also been ascertained that there has been 
no deterioration of assets or book value to sustain 
the record of investment return. The companies, it 
will be found, made excellent recoveries from their 
depression lows, the majority in 1936/37 far ex- 
ceeding their 1929 tops. This criterion, however, 
must not be applied too rigidly. There are many 
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borderline cases where failure to progress from cycle 
to cycle was due to special circumstances. Promi- 
nent exceptions where there has been a decline or 
lack of recovery of earning power despite expansion 
of physical sales are to be found among the petro- 
leum refiners, the newsprint, rubber and tire indus- 
tries, the manufacturers of full-fashioned hosiery 
and the truck and bus manufacturing industries, 
just to mention the better known industries in this 
category. Their difficulty was ineffective control 
over supplies rather than demand obsolescence. If 
this can be overcome, they will no doubt be able to 
measure up to the strict standard for genuine 
growth companies, as in point of absolute turnover, 
their markets have been consistently expanding. 
Some of our newer industries, freely labeled growth 
industries, may well share this fate for shorter or 
longer periods, depending on the development of the 
competitive angle. An excellent case in point is 
Radio Corp., a popular “growth” stock if there ever 
was one. In point of profitability, the growth ele- 
ment in the past was practically entirely lacking. 

Then there are those concerns, or industries, where 
the application of timely correctives has successfully 
halted a declining trend and paved the way for 
further expansion. Examples are numerous, the 
corrective usually being a shift in production to 
expanding fields. A case in point is Hercules Pow- 
der which, faced with severe contraction of the 
market for explosives, undertook the development of 
nitro-cellulose products. Quite a few makers of 
automotive parts, faced with stationary or declining 
demand—partly due to widening competition—suc- 
cessfully entered other lines of business enabling 
them to continue their own expansion. . Prominent 
among them are Borg-Warner and Briggs Manu- 
facturing, to mention just a few. National Lead 


took up the manufacture of paints and pigments. 
American Locomotive, hard hit by the decline of the 
railroad industry, entered the Diesel engine field in 





“Electronics” is a magical word—and a growth industry. Here you 
see a Westinghouse Electric worker sealing a high-power radio trans- 


mitting tube with a "factory flame thrower.” 
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a somewhat belated effort to recoup its fo ‘tunes, 
Such industrial giants as du Pont and General 
Motors long recognized the wisdom of diversification 
to insure continued expansion. Their record fur- 
nishes an example of a well defined growth policy 
and stands as a monument to their far-sighted man- 
agements. There are many others. Their success, 
of course, is not always assured but at least these 
managements were quick to recognize early symp- 
toms of demand obsolescence or else had the vision 
to look beyond immediate trends. The post-war 
cycle — in many cases — will prove whether they 
moved in the right direction. 


Basic Post-War Changes 


With the advent of the post-war era, the scene is 
set for many fundamental changes which impose 
upon the investor the duty of extreme watchfulness. 
We all know the revolutionary impact of the auto- 
mobile on our economic structure, our very mode of 
life. The automobile was unusually successful in 
attracting the consumer dollar and the automotive 
industry has come to support a large part of our 
business and investment structure. Any change in 
its status would have most far-reaching conse- 
quences. War-time restrictions of the use of the 
automobile have shown this clearly. While we may 
safely believe in the permanency of the automobile 
as a form of consumption, its relative importance 
may undergo future changes, entailing important 
dislocations elsewhere. It is scarcely likely that the 
market for automobiles, prior to the war, had 
reached its saturation point. But competition, for 
instance by the airplane, may restrict its future 
growth prospects. The railroads, strengthened by 
high war-time earnings, will certainly attempt a 
post-war comeback. Quite possibly, a competitive 
situation between all three transportation media 
may arise after the war which may mark the 
beginning of entirely new trends in our 
industrial organization. 

Then there is coal, no longer king for a 
good many years. While the past proved 
that declining industries rarely reverse 
their trend, it is not beyond the realm of 
possibility that the coal industry may do 
the unexpected, what with the accent on oil 
conservation and increasing use of coal as 
fuel, and as a raw material in many syn- 
thetic industries. Here, too, growth trends 
may change. The moving picture industry 
all but finished the legitimate theatre; how, 
in turn, will the industry be affected by 
television? This is not to hint at an early 
decline of this important “leasure” indus- 
try; however, television may speed the day 
when expansion is no longer likely. Iron 
ore and pig iron, leading industrial raw 
materials, long ago developed declining 
consumption trends (on a relative basis), 
affected by the growing use of scrap and 
alloy metals in steel making. Increasing 
use of light (Please turn to page 160) 
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Divergent Trends 
Disclosed By First 


Quarter Earnings 
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BY WARD GATES 


I. our article on first quarter earnings trends in 
the preceding issue it was stated that additional re- 
ports probably would reverse the aggregate small 
decline shown by the first 100 statements issued 
and reveal at least a moderate gain over the first 
quarter of 1942. This has now been borne out. With 
well over 300 reports in hand at this writing, indus- 
trial companies show an average increase of 7 per 
cent. 

Behind this average result, of course, the varia- 
tions among the individual companies run a wide 
gamut. Seldom, indeed, have the profit changes been 
more mixed—even among different companies within 
single industries where one would assume that the 
factors affecting earnings were fairly uniform. The 
steel industry is a case in point. 

Despite capacity operations, reports of 24 com- 
panies show a total decline of 11.2 per cent in earn- 
ings, as compared with the first quarter of last year. 
However, Crucible Steel, with a small share capital- 
zation, moved up to $3.39 per share from $2.84 a 
year ago, the small Sharon Steel more than doubled 
its per-share net and small gains were shown by 
Inland and Bethlehem. In our preceding issue we 
recorded a sharp gain for Allegheny-Ludlum. 

On the other side of the picture, Colorado Fuel 
& Iron showed net just a bit over half what it was 
in the first quarter of 1942; and U.S. Steel, Repub- 
lic, Wheeling Steel and Youngstown Sheet & Tube 
were also sharply lower than the year before. In 
some cases the character of the business done and/or 
a relatively large percentage increase in capacity 
would explain comparative advantage in profit show- 
ing, which is further magnified by small share capi- 
talizations. Thus, for example, Allegheny-Ludlum 
and Crucible have a relative profit advantage under 
present conditions, due importantly to concentration 
in special alloy work, over Youngstown and Repub- 
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Declining Profits of 40 Arms Makers 


lic and Colorado Fuel & Iron. Especially in the case 
of the largest companies—U. S. Steel and Bethlehem 
—the reported earnings for the quarter can only be 
tentative estimate—some meanies would say guess— 
by the accountants. When the year ends, there will 
be bookkeeping adjustments galore—the matter of 
contract renegotiation, for one important item, is 
yet to be taken into full account. Tax liability is 
also, for purposes of quarterly statements, a rough 
estimate, rather than a completely reliable calcula- 
tion. 

For the steel industry as a whole, one certainty is 
that higher taxes and costs would substantially lower 
profits—since volume for the year will not be more 
than modestly higher than in 1942—unless there is 
the off-set of higher prices; and OPA is not likely to 
countenance that. 

While we are on the subject of steel companies it 
might be noted that, by and large, the manufactur- 
ers of war materials in general look a bit more like 
“war casualties” in profits than “war babies”— 
though, of course, they are not losing money and the 
majority are making more than in the best years of 
the pre-war recovery cycle, by which I mean 1936 
and 1937. Though the U. S. was not at war until 
late 1941, both 1940 and 1941 brought large volume 
gains from foreign war orders and rising U. S. de- 
fense orders. 

For example, a representative group of 40 large 
manufacturers of war goods had total 1942 net in- 
come of $587,000,000, 23 per cent less than in 1941 
and 17 per cent less than in 1940, although sales 
in 1942 were 24 per cent larger than in 1941 and 
81 per cent larger than in 1940. Otherwise expressed, 
last year’s total net income was 4.2 per cent of sales, 
compared with 6.8 per cent in 1941 and 9 per cent 
in 1940. The declining rate of profit to sales con- 
tinued through the first quarter. 
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Companies Showing Increased Earnings 





































































































































































































Per Share 

First Quarter. 
1943 1942 
American Safety Razor $0.47 $0.29 
American Viscose -67 -58 
Crosley Corp. 2.06 -71 
Life Savers -79 -73 
Freeport Sulph -80 69 
Outboard Mar. & Mfg. 1.33 -93 
Parke Davis 45 .33 
Stewart Warner 65 54 
Abbott habevotesios ee -87 -65 
Lambert Co. .78 -60 
Link Belt -80 -77 
Master Electric 1.51 -62 
United Aircraft 1.40 1.19 
Allis-Chalmers 81 -67 
Bethlehem Steel 1.54 1.51 
oS SIREERRSE TRE ER ESAS EROS Sey Bre 65 -49 
Marshall Field 51 a F 
udebaker -42 .09 
Noblitt-Sparks 1.84 .01 
Shattuck 21 .09 
Borg-Warner 95 -80 
du Pont 1.16 132 
inland Steel 1.71 1.65 
Westinghouse Electric 1.30 1.28 
General Motors -71 -48 
Crucible Steel 3.39 2.84 
Climax Molybdenum 1.08 -81 
Int. Business Machines 2.35 2.31 
American Chicle 1.68 1.61 
Bower Roller Bearing 1.06 -78 
Cutler-Hammer -81 -61 
Doehler Die ~ “Sad 1.14 -85 
Mo Produc -90 -43 
Sheron — -94 45 
Clark Equipment a 2.22 1.56 
Wrigley -87 -78 
Renertoas Home Products 1.45 1.38 
Hercules Powder 95 81 

Companies Showing Decline in Earnings 

Per Share 
——First Quarter-———_ 
1942 
Coca-Cola $1.03 $1.05 
Colorado Fuel & Iron -74 1.46 
Graham Paige ............... 08 -10 
Tubize Chatillon 10 41 
Ex-Cell-O Corp. 1.81 2.41 
Hazel-Atias Glass 1.50 1.68 
National Candy 1.40 1.74 
New Jersey Zinc 88 7.07 
Sullivan Machinery -95 1.43 
usch & Lomb .87 1.48 
Commonwealth Edison 45 47 
Copperweld Steel .37 -60 
International Silver 1.63 2.28 
Republic Steel 56 74 
American Stove -23 59 
Bridgeport Brass .35 47 
Carpenter Steel 1.00 1.74 
Cons. Gas, Baltimore 1.18 1.24 
Wheeling Steel .89 1.31 
Youngstown Sheet Eee 1.15 1.41 
Yale & Tow .62 -79 
Consolidated 1 Edison .74 88 
U. S. Steel 1.04 1.50 
Western Auto Supply -28 -66 
Pacific Mills .88 1.69 
Hershey Ch late 1.54 1.96 








Moreover, at least some of the heavy industry com- 
panies that are now engaged wholly in war production 
are earning less than they averaged on peace-volume 
in 1936-1937. That is true, as will be noted from one 
of the accompanying tables, of United States Steel, 
of Inland Steel and of American Steel Foundries. 
A few others in the same position but not here tabu- 
lated include Westinghouse Air Brake, Harbison- 
Walker, New York Air Brake, American Brake Shoe 
and National Malleable & Steel Castings. ‘There 
are undoubtedly many others. 

Against this, such companies as United Aircraft, 
Crucible Steel, Allegheny-Ludlum, Link Belt, Worth- 
ington Pump, Revere Copper & Brass, Midvale have 
a current earning power far above the average of 
1936-1937. In all such cases low price-earnings ra- 
tios on war profits testify to investment and specu- 
lative skepticism regarding post-war earnings prob- 


abilities. Yet it is worth noting that such relatively 
good heavy industry stocks as Inland Steel, Link 
Belt, U. S. Steel, New York Air Brake and Ameri ‘i- 
can Brake Shoe are currently priced at only a range 
of 8.4 to 10.5 times average 1936-1937 peace-time 
net per share. 

On the other hand, many of the consumer goods 
stocks that were generally regarded as “war casu- 
alties” in 1941 and the forepart of 1942 show earning 
power not only well maintained as compared with 
last year but also as compared with 1936-1937. Ex- 
amples of these, with indicated 1943 net per share 
substantially larger than the average of 1936-1937, 
include Coca-Cola, General Foods, American Chicle, 
Canada Dry, Loose-Wiles, Bayuk Cigar, Lehn & 
Fink and American Home Products. Samples of 
consumer goods stocks with earnings only modestly 
under the average of 1936-1937 include Beech-Nut 
Packing, Procter & Gamble, Commonwealth Edison, 
Sutherland Paper and General Cigar. 


Auto Accessory Companies 


Ranking high among the “peace or war” stocks, 
a majority of the automobile accessory companies 
are maintaining an earning power either above 1936- 
1937 levels or comparing fairly well with it. In the 
accompanying tabulation it will be noted that Borg- 
Warner, Eaton Manufacturing and Clark Equip- 
ment have earnings well above 1936-1937; and that 
General Motors and Motor Products are well down. 
While these stocks show widely varying price-ratios 
to indicated 1943 earnings, all are priced conserva- 
tively—most of them 9 to 11 times—ain ratio to 1936- 
1937 earnings. 

While price-earnings ratios are only one consider- 
ation in investment and speculative selections, they 
are nonetheless useful and often a comparison on 
the basis of pre-war earnings versus current earn- 
ings is illuminating. Take the case of Midvale Com- 
pany, controlled by Baldwin Locomotive. This is 
a maker of armor plate and ordnance; and although 
it was doing business and making pretty good money 
in peace-time, its present earning power appears to 
be about three times the average of 1936-1937. It 
does not look cheap at 5.4 times indicated 1943 net 
per share—especially when one notes that the cur- 
rent price is 15.7 times average 1936-1937 earn- 
ings, against comparable figures of 10.4 for General 
Motors, 9.4 for Borg-Warner, 11.6 for Eaton 
Manufacturing, 10.7 for Link Belt and 10.4 for 
United States Steel. I doubt that Midvale is worth 
30 to 50 per cent more than these stocks, on the 
basis of 1936-1937 earnings as a rough suggestion 
of peace-time potentials. Maybe some of the buyers 
have forgotten that Midvale was split 3-for-1 not so 
long ago and that one object of a split is to make 
for greater “marketability.” 

Normally among the drabbest “slow-movers” in 
the market, makers of drugs and pharmaceuticals 
are showing fairly husky gains in profits in the great 
majority of cases. Although the vitamin craze is 
giving a lift to income—perhaps also a lift to the 
customers—the backbone is increased sales of regu- 
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Jar lines to a public which has more spending power 
than ever before, and to the armed services. 

Despite the grousing of restaurant owners about 
their troubles in getting help—also enough food— 
the first quarter report of Shattuck (Schrafft Stores) 
seems to confirm the notion of the lunch customers 
that the prices charged are plenty. Also, of course, 
it reflects the fact that a lot more people than usual 
—short of meat rations at home—are eating out. 
This company’s net per share was more than double 
that of the first quarter of last year. 


Some Excellent Gains 


Others with exceptionally good gains from a year 
ago in earnings include Outboard Marine & Manu- 
facturing, Studebaker, Noblitt-Sparks, Crucible 
Steel, Climax Molybdenum, Bower Roller Bearing, 
Doehler Die Casting, Motor Products, Sharon Steel, 
Clark Equipment and General Foods. Most of these 
—but not all—are companies of small common stock 
capitalization, where a difference of a few hundred 
thousand dollars in total net income makes a big 
difference in per share net. With money circulating 
around as it is today, it is something less than phe- 
nomenal for a company doing business in millions 
to manage to boost reported net by a couple of hun- 
dred thousand—and the figure, subject to contract 
renegotiation, is not final anyway. 

But, of course, not all of the sharp gains above 
referred to had the benefit of capitalization leverage. 
Studebaker, for example, has 2,223,178 shares out- 
standing. Sales with war work in full progress ex- 
panded to the notable total of $73 million or at an 
annual rate of over $290 million; and were more than 
double the volume of the first quarter of 1942. Dol- 
lar earnings, despite heavy taxes and a contingency 
reserve equivalent to not much less than half of re- 
ported net, mounted from $207,000 to $939,000. In- 
cidentally, the profit margin on sales to the Govern- 
ment, not allowing the contingency reserve, appears 
to have been only about 1.8 per cent. Even so, 
Studebaker earnings this year will top those of any 
former year for the present organization. 

General Motors is in the opposite position. Its 
net this year, although the lowest ebb of earning 
power has been put behind, will be much less than 
the average of the before-the-war years, and proba- 
bly will remain sub-standard for the duration of the 
war. Rise of 71 cents a share from 48 cents in the 
first quarter a year ago reflects, of course, hugely 
expanded war volume in the interim. A year ago, 
with conversion just beginning in full earnest, the 
only surprising thing was that the company could 
earn even as much as 48 cents a share. 

Among the popular investment favorites, General 
Foods came through with an unexpectedly good first 
quarter report, thanks to a substantial further ex- 
pansion in sales and the usual efficient control of 
costs so far as humanly possible. Sales of $61,066,000 
set a record for the period, comparing with $55,- 
846,000 in the first quarter of last year. Although 
tax reserve, plus inventory and other contingency 
reserve, was slightly greater than a year ago—$6,- 
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457,000 versus $6,303,000—it was, obviously, small- 
er than a year ago in ratio to sales and net before 
taxes. This is not because the company has departed 
from conservative accounting, but reflects the fact 
that reserves, especially taxes, set aside in the first 
quarter of 1942 (when all corporations could only 
guess what their tax liability might be) proved more 
conservative than necessary when the tax law was 
finally framed. Profit from operations was nearly 
10 per cent larger than a year ago. If the first 
quarter performance can be maintained—and there 
is more than one if in this question—General Foods 
is in for a right good year. 

Crosley Corporation, which has tried its hand at 
most everything in the consumers’ durable goods 
lines from radios to automobiles and which is now 
going to town on war work, managed to jump net 
per share to the striking figure of $2.06 for the 
period, compared with only 71 cents a year ago. 
There was a time when one would have left off the 
word “only”—when 71 cents a share looked pretty 
good to Crosley. The big answer is that volume was 
nearly four times greater than a year ago, and 
capitalization only 545,000 shares, following $11 
million funded debt. 

But Noblitt-Sparks (normally auto parts and 
radios) achieved a really spectacular gain percent- 
age-wise—from 1 cent a (Please turn to page 152) 
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Comparing Earnings and Price-Earnings Ratios 
of Selected Common Stocks 


Issues Regarded as "Peace Stocks" 
















1936-'37 1943 Price Ratio Price Ratio 

Avge. Net Ind. Net to 1936- to Ind. 

Per Share (a) ‘37 Net "43 Net 
I i icctictsniitsteiaauat $5.20 $6.60 19.2 15 
General Foods ................... 2.23 3.10 17 12.2 
Commonwealth Edison ...... 1.80 1.70 13.9 14.1 
United Biscuit ............ a ae 1.90 8.9 10 
Brooklyn Union Gas .. 2.80 1.70 5.3 9.4 
Western Auto Supply 3.02 1.00 8.3 25 
Cons. Gas, Baltimore 4.57 4.10 13.5 15.1 
oo a 1.62 1.70 11.7 11.1 
American Chicle .... . 7.58 8.20 14.7 13.6 
Procter & Gamble ............ 3.24 3.20 16.6 16.9 
Ss 1.97 1.60 11.6 14.3 
OS ee 1.93 2.00 21.7 21 
OC -78 2.70 26.9 7.7 
Standard Brands ................. 91 ‘ 7.7 10 gi 
Commercial Credit ............ 6.60 3.00 5.4 12 

“Peace or War" Stocks 

Borg-Warner _ ...................--- 3.60 3.80 9.4 8.9 
General Motors oxesn’ Qe 3.00 10.4 17 
a 5.25 5.75 8 7.4 
Eaton Manufacturing ........ 3.54 5.25 11.6 7.8 
Outboard Mar. & Mfg. .... 2.73 6.25 13.5 5.9 
UO ee ae 2.63 1.70 1 17 
Phillips Petroleum : 3.20 10.3 15.3 
a OL OO eee 7.40 5.00 19.8 29.4 
Minneapolis-Honeywell ...... 4.67 4.00 16.2 19 
Clark Equipment 3.7 8.50 12 4.5 
Motor Products ... “ 3.00 3.5 5.3 
National Cash Re oe 2.00 12 12.5 
Union Carbide .................... 2 4.00 18.8 21 





Heavy Industry or "War" Stocks 






Crucible Steel ..................... 4.25 13.00 8.4 23 
American Steel Foundries.. 2.77 2.35 10.1 11.8 
Inland Steel ......... -30 6.80 8.4 10.2 
Revere Cop. & Br 1.32(b) 2.15 6.8 4.2 
Bethlehem Steel . -87 6.15 13.7 10.8 
United Aircraft ... . 41.14 5.50 33.3 7 

Lah LS =e 5.46 4.15 10.4 13.7 
i eee 3.71 4.60 10.7 8.7 
Worthington Pump. ............ 2.03 10.00 11.8 2.4 
Republic Steel .................... 1.47 2.20 12.3 8.1 
RUN ls ov ciccesccsicicscsonsse 2.17(¢) 6.30 15.7 5.4 


(a) 1943 indicated net is projection of first quarter figure with allow- 
ance for seasonal or other special factors in some cases. (b) Year 1936 
only as deficit in 1937. (c) On basis of present shares outstanding. 
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BY ROGER 


1 Railway equipment stocks vary as to product, 
whether locomotives, freight or passenger cars; 
wheels, repair parts, brakes, signals. 


2 Railways (principal clients) have been in de- 
scending phase of income, until 1940. Maintenance 
of equipment fell from 13.5 billion dollars in 1921- 
30 to 7.3 billions in 1931-40. Deficit was 6.2 billions. 


3 War has put a heavier tax on equipment, shown 
by the fact that less equipment has been retired than 
in normal years, despite greater intensity of use. 
Maintenance of rolling stock is at best level, though, 
since war requirements make this essential. Never- 
theless, net deterioration of equipment is high. 


4 Railway equipment companies follow fortunes 
of the rails closely. Rail gross revenues fell from 45.1 
billions in 1921-30 to 28.1 billions in 1931-40. 


5 Maintenance of equipment is a greater cost for 
rails as their gross declines: it helped reduce net rail- 
way operating income from 1921-30 to 1931-40 from 
10.1 billions to 5.2 billions. This cut in half occurred 
althtough the ratio of maintenance of equipment 
to gross revenues fell from 33% to 26%. 


6 -Rail equipment companies belong to the feast or 
famine group. Proof: as soon as rail revenues in- 
creased in 1937 and 1940 (peace basis), rail equip- 
ment maintenance rose sharply to 835 millions and 
826 millions, respectively, a third above decennial 
average. Earnings of 17 important rail equipment 
companies show the widest range in earning power, 
exaggerating the earnings of their customers; sink- 
ing lower than the rails when they do badly: better 
than the rails when they do well. Taking rail equip- 
ment company earnings in 1926 as 100, their earn- 
ings index sank slowly to 75 in 1930, then followed 
five years of net deficits for the group, then a timid 
advance in 1936; it reached 65 in the prosperous 
year 1937, broke sharply to no earning power on the 
first recession, rose steadily from that point on to 
post-depression peak of 66 in 1941. As an average, 
rail equipment companies have never reached their 
earning power throughout the twenties: they have 
been behind industrial recovery as a whole. 


7 Their wide fluctuations make them speculative 
media (except for Pullman and Westinghouse Air 
Brake), and investment policy must be determined 
by a single consideration: are we on the eve of better 
peace business than the average of the thirties? For 
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even if the rails require rehabilitation, experience 
shows that this will not be enough to bring about 
large purchases of new equipment. 


8 Do the rails need renewing? Yes. Average age 
of freight cars show about 42% are more than 20 
years old. These are wasteful of capacity. Average 
load per freight car, 43 tons in 1922, 50 in 1943. 
Passenger cars: about 53% date from 1917 or be- 
fore: now incapable of standing up long to use. 
Their replacement, as with freight cars, requires 
larger costs per unit, as the increased capacity in 
freight cars and increased modernity of passenger 
cars calls for larger investment per unit. 


9 Are locomotives in need of replacement? Yes. 
Average tractive effort of locomotives has increased 
55% in the last twenty years: the older types are 
mostly wasteful of fuel and labor for the load they 
pull. Increase of oil-electric types is required. Elec- 
tric locomotive increase has been modest. 


10 At the present rate of obsolescence and deter- 
ioration, the rails require re-equipment well in ex- 
cess of their peak orders throughout the twenties. 
Hence rail equipment companies may show upward 
trend of earning power as rail buying is resumed. 
Average earnings 1926-30 about 89, 1931-5, nil, 
1936-40, 46. Rise to pre-depression earnings would 
be 100% above that for five pre-war years. 


11) Would rail equipment companies lose their war 
business? Not entirely. Military vehicles are best 
manufactured by rail equipment companies, espe- 
cially tank types, etc. 


12 Can the rails buy new equipment? They are 
in the best position in years in working capital. 
Their credit has improved. They should be able to 
count on government aid for rehabilitation, to assure 
full employment after the war. 


13 Present earnings are largely war-based. Rail 
orders are a minor earnings factor. For this reason 
the market disregards war earnings as basis for cal- 
culation of stock prices, as they bear little relation- 
ship to long-distance prospects. But good war earn- 
ings assist capital structure, add to plant capacity, 
permit of reserve for less costly reconversion to peace. 


14 Four diverse situations exhibit the differing 
impact of war on rail equipment companies. All be- 
long basically to one of the four categories presented 
below. 
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FOUR REPRESENTATIVE RAIL EQUIPMENT SITUATIONS 





CHARACTER OF SALES ON FAIRLY 
PRE-WAR BASIS 


Example: WESTINGHOUSE AIR BRAKE 


Although net sales of Westinghouse Air Brake have risen from 
18 to 62 millions, from 1939 through 1942, most of its manu- 
factures are still brake and signalling apparatus for the rail- 
roads. The rails installed more signalling in 1942 than in any 
year of the last decade. Brake equipment and signalling de- 
vices enjoy first priorities, for they are indispensable when the 
carrying load of the railroads is as intensified as at present, 
nor can they be permitted to wear out in use, owing to the 


danger of such a practice for our troop movements. 


Earnings per share have advanced modestly from 87 cents 
in 1933 to 1.33 in 1942, after 1.91 in 1941. Most of the smaller 
ratio of earning power to net sales is due to war taxation. 
The normal net sales of Westinghouse Air Brake, assuming 
that the rails will replace their equipment at no better than 
the average of the 20's, in the first post-war years, should be 
about 30 millions per annum. Average experience would work 
this out at $2.30 per share net earnings. Allowing for some- 
what increased post-war burdens, $2 is a proper estimate. A 
dividend of $1.50 per share could be continued for many years 
on this basis. At prevailing prices, it is a reasonably attractive 
investment. If the rail orders should exceed normal, even by 
a fifth more, the stock may have a limited speculative appeal. 
Its present dividend, as a minimum basis for calculation, thus 


seems assured. 


OPERATIONS GREATLY 
DISTORTED BY WAR 


Example: PULLMAN 


Pullman's normal gross of 176 millions in 1940 shot up to 
312 millions in 1942. The composition of that increase differed 
materially from American Locomotive. True, 80% of net income 
was also absorbed by taxes. The ratio of net earnings to gross 
was thereby cut from 9 cents to 3.3 cents. Profits were still 
derived mainly from parlor car and sleeper operation, which 
contributed 6.4 millions against 3.8 millions from manufacturing. 

True, passenger traffic was at a new high, but three-fourths 
of increase was due to government custom, but, as this was 
handled at half average rates, this new revenue was nearly 40%, 
of the gross. Ordinary traffic was reduced, and this is the 
largest source of Pullman profit. However, the employment of 
tourist sleepers, bids fair to be permanent, and make Pullman 
travel universal. 

New passenger car production was suppressed in April, 1942. 
Pullman will have to make up the war lag entirely. At present 
95% of its manufacturing is for armaments, but that section is 
subnormal in earning power. Pullman can profit handily by 
post-war recovery: net working capital of $26 per share creates 
a basis for exceeding prevailing earnings of $3.14. If we as- 
sume a ratio of 8 cents net to gross, then on 180 millions normal 
turnover, Pullman should earn about I! millions per annum, or 
$3.50 per share. The continuity of earning power under adverse 
taxation, strong working capital position, excellent plant facili- 
ties and the lag of its specifically restricted production—Pull- 
man cars—make the stock attractive both for investment and 
long-term. 











PEACE BUSINESS NORMAL: WAR 
BUSINESS EXPANDS VOLUME 
Example: AMERICAN LOCOMOTIVE 

American Locomotive sales have risen from 73 millions in 
1941 to 302 millions in 1942, with a year-end backlog of unfilled 
orders reaching 654 millions. The company's hitherto excessive 
plant capacity served it in this expansion. Nevertheless, although 
its locomotive business was better than ever, and it enjoyed 
tremendous war orders, its earnings declined from 5.6 millions 
in 1941 to 5.0 millions in 1942; that is, earnings, after taxes, 
were reduced from 7% of the gross to 1.66%. 

The difference was almost wholly due to crushing taxes, 22 
millions having been added to the company's burden. True, 
industrial earnings fell from 13.2% before taxes to 10.5%, but 
in view of the extension of activity, this was better than nor- 
mal and should have produced excellent operating results. The 
company demanded tax relief. That war profits were reason- 
able before taxes was shown by the earnings: they were only 
60% of the comparable earnings before 1940, volume per 
volume. 

Its normal business increased threefold for steam locomotives 
and even increased for Diesels against 1941, so that the govern- 
ment can scarcely claim that it ought to pay this confiscatory 
taxation because of war orders, as its civilian earnings have 


been a large factor in net. Were post-war orders for locomo- 
tives to approximate present orders, American Locomotive 
might show better than its $4.12 per share in 1941. The export 
market, now reduced, ought to be extensive. For a specutative 
rail equipment stock, it looks promising, but one must forego 
returns. Recent plans to take care of preferred arrearages 
will help. 








EARNINGS SLIGHT BEFORE WAR: 
LARGELY CREATED BY WAR 


Example: AMERICAN CAR & FOUNDRY 


After years of deficit, American Car and Foundry's earn- 
ings spurted to $5.23 in the year ended April 30, 1941, and 
to $12.09 for 1942, after reserves for contingencies. This vola- 
tile stock even showed $20.71 for six months ending Oct. 31, 
1942. How much of this earning power will stick, though, 
depends on renegotiation parleys with the government. 


One benefit is assured; the company has paid for |! millions 
in plant facilities out of its own capital. Since its business is 
primarily in manufacturing freight cars, this holding company 
benefited handily by the sharp upturn in orders in 1941. A 
special dividend, reserved from previous operations, and another 
dividend, of $1 each have recently been declared. 


Low capitalization and ample plant capacity assure low re- 
conversion costs after the war. Sales rose from 23 millions in 
1939 to 216 millions in 1942. The 1939 showing was below the 
peace average. Experience shows that with a gross of under 
50 millions, American Car and Foundry is not an earner and 
at lower figures the common stock shows deficits. The rise of 
the gross to 67 millions in 1941, before war orders, may be 
taken as foreshadowing earning power for the first post-war 
years. As such, the earnings, after reduced taxation, ought to 
show more than $6. War earnings, on any basis, should ex- 
ceed $8. In view of the improved financial setup and advan- 
tageous position of the company for post-war business, it is a 
fair speculation, and even has some early run-up possibilities, 
if renegotiations take a favorable turn. 








MAY 15, 1943 





133 












































Charles Phelps Cushing Photo 


St aeeweer 


By E. K. T. 


Food Rationing reached its first birthday May 5, in 
a welter of point-juggling, price roll-backs, official 
acknowledgment that black markets are competing 
openly for the custom of householders. Incidental 
knowledge gained was that the national population 
is well in excess of 131,600,000, that many indi- 
viduals having obtained Ration Book No. 1. Motor- 
ing had been reduced to national driving average of 
5,000 miles, cut of 50 per cent below pre-ration 
mileage. 


Lend-Lease invoice cancellations are on the way. The 





Washington Sees: 


The diplomatic, rather than the military 
aspects of the war are Washington's current 
worries. 

For the first time since the landing in North 
Africa reports reach the Capital that equipment 
is on time and in sufficient quantity; more, in 
some instances, than the commanding officers 
know what to do with. 

In the Pacific theatre no ground has been lost 
in months. New bases are being occupied almost 
weekly, 

But despite monumental effort on the part of 
the White House and the State Department, 
aided by Winston Churchill, Gen. Henri Giraud 
and Gen. Charles DeGaulle are about as far 
from accord as they were when the Casablanca 
conference was arranged to bring the French 
leaders together. } 

Russia has snapped the hairline of interna- 
tional amity with Poland which has been main- 
tained largely for-the-record, but which had 
important diplomatic implications if little of 
realism. 

Madame Chiang Kai-shek, disillusioned, is re- 
turning soon to her people. Her tour brought 
her crowds, plaudits, nothing else. China awaits 
her report, and the State Department is jittery. 

The “diplomatic front" is not in too good 
shape. 














American public is being prepared for what realists 
knew right along must come: that the billions ex- 
pended to equip and feed the Allies eventually would 
be charged off as uncollectible. Tipoff was E. R. 
Stettinius’ report for May, casually commenting: 
‘*‘We know that in proportion to the resources they 
have available lend-lease aid by our Allies to us and 
to each other is entirely comparable to our own.” 


Civilian Economy, smoothly operating, is essential 
to the successful prosecution of the war, says WPB 
by way of explaining increasing frequency with 
which production of non-war materials is being 
sanctioned, even though their sale and distribution 
is restricted. In a typical month, WPB relaxed its 
strictures on production of more than 20 civilian 
items running from can openers to coal furnaces. 


Farmland Prices have advanced 10 index points 
(1912-1914 equaling 100) in the past 10 years, 
eight points in the past year, now stand at 99. The 
Department of Agriculture has assessed the reasons: 
high commodity prices, record levels of farm income, 
accumulations of liquid funds. But there are shoals 
ahead: labor shortages, price controls, supply 
scarcity, heavier taxes, confused post-war outlook. 


Questionnaires are being brought under control in 
the worst of all offending agencies—Office of Price 
Administration. So far this year 70 of the 460 
reports businessmen have had to file with OPA have 
been abolished. Hopeful forecast by Administrator 
Prentiss Brown: ‘Wherever possible in the future 
we are going to try to give the question marks in 
the Government Printing Office a well-earned rest.” 


Production Cutbacks are beginning to make their 
appearance as goals are being achieved, surpassed, 
in increasing numbers of lines. May plane output 
will exceed 7,000 units, munitions of some types are 
piling up. Ship construction—the Truman Com- 
mittee’s report notwithstanding—is lengthening its 
lead over sinkings. Raw materials are not moving 
as fast as they might, but fabrication is clicking. 
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Senators finding themselves with only words—sadly belated 
words—to pit against John L. Lewis' formidable economic weapon in 


recent, and current, labor disputes can be counted upon to correct 
that situation. But the remedy will trail the crisis by weeks. 

































To Senators' credit it must be recorded that they were aware 
of the problem as long ago as 1941, enacted legislation authorizing _ 
the President to take over and operate vital war plants closed by 
strikes. The House "missed the boat"; failed to concur. 































The White House cannot escape blame. Senator Tom Connally, 
author of t the bill, pressed for enactment this year but h held off in 
















of the no- -strike agreement then being negotiated. 
































































































































































































































Essential weakness in the W L B—"no strike" approaches to 
labor peace is that neither is implemented by statutory law. The 
War Labor Board can plead; but pleas fall on deaf ears of such labor 
wiliaté leaders as Lewis. The President (acting under a rider to the 
yi peies Selective Service Act) has power to take over a “plant whose oper- 
shee ators refuse to accept war orders. Whether he can lawfully exercise 
vould that power when the reverse is true—workers, not operators, refus- 
A ing to cooperate—is one that may go to lawyers. 
_ 
er ol If there were a disposition on the part of the White House 
map to stand in the way of the Connally bill at this point—and there 
re is no Such disposition—it would have no effect upon the determination 
- of Congress to act. 
ential O P A will move on several fronts to force electric rate 
WPB reductions in keeping with the hold-the-line economic policy being 
with translated into action by 0 E S Director James F. Byrnes. The 
Lesdinae government will initiate action at some points, enter them as 
a "friend of the court" at others. 
od its a government demands for rate cuts almost invariably 
vilian apply o nly to politically potent domestic consumption. But 0 PA 
laces. . is extending the principle; wants reductions applied likewise to 
industrial users. Detroit will be the initial proving ground. 
ints Away from the sound and fury of public debate on causes and 
rears, effects of absenteeism in war plants, “Ue S. Department of Labor has 
The made a scientific study of " the Subject “which convinces Secretary _ 
sons: Frances Perkins that employers and employees, working with public 
“ome, agencies, can solve the problem without circus tactics. 
hoals Her report "Controlling Absenteeism" (available on applica- 
pply tion to the U. S. Department of Labor) assesses blame against both 
look. sides, suggests methods to be adopted by each. It's no panacea; 
but it is a starting point. And it is based upon impartial study, 
ol in not preconceived notion. 
> ae 
— Unless output of goods in the post-war period continues at 
‘ a level much higher than in pre-war years, millions of American 
have citizens again will be walking the streets, is the blunt warning of 
su the Department of Commerce. 
ture 
ks in The Department's National Economics Unit estimates that in 
est.” 1946, assuming the war is over then, capacity of available manpower 
will be 15 to 20 per cent greater than 1940 actual output. Those 
os figures tell their own Story. 
ssed, Author of the survey, S. Morris Livingston, dismisses "full" 
itput employment as not a a practical possibility; Says, regardless of job 
Ss are availability, at. least two million must or will remain idle. ~ Women- 
Com- at-work is put - down as a a wartime phenomenon that will whittle to 
go its 
ving 
y. 
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Switch in the Cabinet which many believe would be an improvement 
continues to be blocked by Vice President Wallace. Claude “hceeed 
remains Secretary of Agriculture only because his former "boss" wants 

it that way. For all practical purposes, Chester Davis runs the Depart- 


ment, is czar of its major function, "Food for Victory." 


Cabinet members fill roles of importance not generally recog- 
nized. They help formulate policy in every departmental field, not only 
in their own, when they attend weekly conferences with the President. 
Wickard is a “dirt farmer" and knows agriculture. But so does Davis; 
and additionally Davis knows finance and is an administrator, fields L 
foreign to Wickard's training. But Wallace is adamant. . 


The war of transportation in continental United States—a crisis 
when Pearl Harbor broke over the nation—is being won. The war and 
essential civilian transportation loads are being carried. But, warns 
OWI, equipment is being used dangerously close to the limit. Manpower 
is an ever-present problem. 


Only remaining weak points in the overall transportation picture 
are movements of oil and transport of workmen to war plants. If the 


Stress becomes greater less esSential movements must halt in the face 
of the greater need. 


The saturation point in plant is being reached and expenditure 
of government money for machinery and equipment is overtaking construc- 
tion for the first time since the war program was launched. 


Roughly, 60 per cent of government-financed expansion for the 
remainder of 1943 will go into machinery and equipment, as against 
45 per cent in 1942. | 


Labor turnover in war industries continues to present a problem 


rivalling absenteeism, with no scientific basis upon n which to compute 
loss of man hours that results from milling around in industrial areas. 


Paradoxical is the fact that the W MC encourages it. During 
1943, at least three million more workers must move from nonessential 
work into essential activities, according to Fowler V. Harper, Deputy 
Chairman of the War Manpower Commission. 
Compromises being made at the usual Capitol Hill rate—"a dime 
a dozen"—will produce a pay-as-you-go bill more closely resembling the 
Runt Plan than the Doughton-Morgenthau, patchy statute. 

Obviously impossible is the Suggestion that last year's tax be 
"forgiven" when one-quarter already has been paid and another quarter 
comes due before Congress is likely to complete legislative action. 

A substitution of the final six months of 1943 for the final six months 


of 1942, as a tax base period, is likely prospect. 

Water carriers no longer are regarded the "cheaper but slower" 
method of movement. They're on par, from the standpoint of necessity, 
with highway, rail—even air—transport. Winter hazards and blockades 
out of the way, water carriers now have their sights fixed o: on surpassing 
last year's tonnage, 200 per cent over 1942, 400 per cent over 1941. 

Trend toward concentration of industry will be checked, not 
expanded, this year, assures Donald M. Nelson. Studies since W P B came 
into existence, plus trials of concentration in several industries, 
proves there's no formula or general plan feasible. Concentration 
quarrels with the policy of aiding "small business"; in essence proposes 
death sentence for "marginal operations." 

The idea is not being totally junked, but Nelson's message is 
reassuring: "We do | not want to disrupt the pattern of American industry 
without gaining corresponding benefits. ~ We must see e that savings ( 
derived are important enough to o offset | the — damage “to individuals and ‘ 
business." _ ] 
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Ox: of the first promises made by Hitler to his 
deluded following was that when he attained power 
the Stock Exchanges would be abolished. Not only 
did he not do so in Germany (for he soon found out 
that even his omnipotence stopped there) but they 
have continued briskly in the countries under the 
Nazi heel. As between a universal black market in 
securities and an open one, the choice is soon made. 

More than that, the cunning Nazi occupation au- 
thorities realized that the continuation of legitimate 
stock exchanges made it easy for them to clothe 
their plunder of these unhappy lands with a cloak 
of regularity. If one confiscates a French company 
outright, it is clear one is a robber. But if the Nazis 
first demand excessive indemnities, knowing that these 
funds exceed occupation costs, and then use the sur- 
plus funds to buy stocks of the Bourse of Paris, 
Amsterdam, or Brussels, then they seem to be legiti- 
mate purchasers. They hope, by this camouflage, to 
escape the restitution of these securities when the 
war is over. The acquisition of most companies is 
carried out by private “agreement” but certain sec- 
tions of even these acquisitions are nominally effected 
through stock exchange transactions. But these Ger- 
man tricks constitute only a small part of Bourse 
turnover. The great mass of transactions take place 
among the native citizens of the occupied lands. 

At first the Bourses were disorganized, first by 
physical fear of the invader, then by the imposition 
of the Nuremburg racial laws, and after that by the 
fact that they had no fundamentals to go on. What 
is a franc when the main reserves of the Bank of 
France are in America, and when the issue of new 
currency may be declared illegal by the new liberated 
France after the war? What was a guilder when 
the Dutch colonies were severed from the motherland 
by the blockade and the Dutch resources in Allied 
countries could not be touched? Belgium especially 
throve on foreign commerce and foreign and colonial 
investment. It was sacked by the Germans and had 
no external resources. 

It took some time for the Bourses to recover their 
equilibrium, but, once they did, their activity in- 
creased so greatly that they are the most active 
Bourses in the world in proportion to pre-war busi- 
ness, and they have experienced a brilliant bull mar- 
ket long before London revived, while New York 


MAY 15, 1943 


Bull Markets in Europe 
Despite Nazi Occupation 


BY GEORGE RIVIERE 


slept and while Berlin, the slaveowner, was restricted 
in price movements for demagogic reasons. 

What are the reasons for this incredibly large 
turnover in Paris, Brussels and Amsterdam and for 
the buoyancy of markets? Is it fear that the rising 
printing press, creaking merrily in those countries, 
will make the currency worthless? Is it, as traitors 
like de Man in Brussels and de Brinon in Paris 
pretend, that the re-equipment of capital for German 
war needs, has really enriched the occupied countries? 
Is it rather the premium paid for Allied victory and 
for the thousand permutations that that victory will 
bring about? Certainly the activity is startling. For 
the greatest and cleverest speculators and responsible 
men have fled abroad. 

* * * 


The Bourses are being stirred by secondary bank- 
ers and brokers, some for German account as straw 
men, others for the mass of investors who see, in the 
Stock Exchanges, the banner of hope in a black 
world. For the stock exchange is not a mere sordid 
institution as the facile radical believes: it is the reg- 
ister of men’s belief in the future of invention, enter- 
prise and welfare. For example, whenever American 
airmen down Japanese in the East Indies, or after 
the Coral Sea Battle, Dutch colonial investments rise 
sharply in Amsterdam. What better evidence to the 
Nazis of how the people feel and which side they 
would back if they were free? The occupation of 
North Africa in November led to an upward move- 
ment of Belgian Congo stocks in Brussels. Under 
the Nazis those properties are lost: with our victory, 
the savings of decades that have been put into Africa, 
are assured. 


* * * 


Nor does inflation feed those markets with bullish 
fuel. They were declining as the new occupation 
money was first printed in abundance. For, investors 
argued, once money is treated in this cavalier fashion 
by a relentless invader, it is but a prelude to his 
seizure of the basic wealth of the land. Hence it is 
useless to “hedge” against inflation. No one can 
‘hedge” against the guillotine: to protect oneself, 
an investor must have the assurance of the sanctity 
of contract. But, as soon as the Nazi armies failed 
to land in Britain in the decisive fall of 1940, Bourse 
turnover and prices rose. (Please turn to page 158) 
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Have 
MACHINE TOOLS 
A Way Out? 


Varying Status of 
Individual Companies 





BY E. A. KRAUSS 






“B. producing in four years the machine tools 
necessary to the nation’s war effort, the machine tool 
industry has virtually deprived itself of a peace- 
time market for at least ten years after the war.” 
This opinion was recently advanced by one of our 
leading machine tool makers who at the same time 
foresaw a dismal future for the industry unless both 
Government and the industry itself recognize more 
fully the coming predicament. 


Has the machine tool industry, in tooling up at 
top speed the nation’s war plant, actually committed 
economic suicide? Considering the many uncer- 
tainties and imponderables involved, the question 
poses a knotty problem, equally baffling to the in- 
dustry and the various Government planners. How- 
ever, dubious as the outlook may appear, it need not 
be quite as dark as frequently assumed. There are 
two sides to the dilemma: (1) A huge bank of used 
machine tools will be available after the war for 
manufacturing peace-time products. Since hostilities 
began in 1939, the industry has turned out a vol- 
ume actually equivalent to a normal demand through 
1965, based on the average demand for the preced- 
ing two decades. (2) Machine tools, the basic equip- 
ment for mass production, are so vital to our coun- 
try and our industries that the machine tool in- 
dustry must be preserved, not only as a military 
precaution but to keep our manufacturing industries 
modernized and able to compete in the world mar- 
kets. In point 2, I believe, may be found the answer 
to the problem. However, before attempting to peer 
into the future, let’s see how the industry stands 
today, after completion of the major portion of the 
job of re-tooling America for war. 

It is generally agreed that the machine tool in- 
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dustry will soon reach the point where former high 
rates of production will slacken. The statistical pic- 
ture bears this out. During 1942 average monthly 
shipments amounted in value to some $110 millions, 
adding up to a record high for the year of $1,321 
millions, an increase of 50% over the year before. 
Shipments reached their peak in December with a 
total of $132 millions; in January they slumped to 
$117 millions and in February to $114 millions. 
With a current backlog of about $720 millions, it is 
difficult to predict just when and where the down- 
trend will flatten out but informed observers opine 
that shipments will probably level off at between 
$50 to $60 millions monthly or about half of 
present capacity. New orders are expected to keep 
production at about this rate throughout the re- 
mainder of the war. Incoming orders actually began 
to fall off considerably as far back as May, 1942, 
but cushioned by the heavy backlog and net current 
bookings of about $60 millions monthly, the decline 
in shipments will be felt more sharply only with the 
beginning of the second half-year. 

Full production of machine tools will probably 
come to about one billion dollars in value or about 
25% less than last year; aggregate volume of busi- 
ness done may, however, come close to 1942 levels 
because of rising production of ordnance items by 
most of the components of the industry. This latter 
will afford increasing compensation for the ebbing 
volume of tool production, and more and more tool 
builders today are looking for new business to keep 
their plants busy. 
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Not only the smaller companies but the bigger 
ones as well are faced with this task. Those building 
standard tools such as engine lathes, millers, planers 
and similar items will first show the effect of receding 
tool orders, quite possibly by early summer. Makers 
of special equipment are likely to carry through at 
high production rates until as late as Spring 1944 
when they, too, will have to cast about for ordnance 
work to supplement their regular business. Though 
some tool making capacity may eventually be ren- 
dered idle in the process, it will mostly consist of 
high-cost capacity and its elimination will have the 
advantage of doing away with costly sub-contracting. 

Once down to its prospective lowered war-time 
plateau of production, the industry of course always 
faces the possibility of occasional upsurges. Sub- 
stantially higher lease-lend demand, heretofore re- 
stricted by our own heavy requirements, may mater- 
ialize. The quickening tempo of the air war may 
result in stepped-up demand for aircraft production 
machinery ; occasional re-scheduling of certain arma- 
ment programs—sometimes arising sudden]y—may 
likewise create production bulges. Moreover, the 
growing man-power shortage is expected to bolster 
the demand for semi-automatic, automatic and spe- 
cial purpose equipment. The makers of these, espe- 
cially, should enjoy peak or near-peak production 
well into 1944. Currently, aviation takes most of 
the new tools; about three out of four carloads of 
machinery leaving the factories go to aircraft plants 
and about two-thirds of the existing backlog is for 








Annual Machine Tool Output* 
in $ millions 





















1929 180 

1930 100 

1931 48 

1932-22 

1933.25 

1934-50 

1935 90 

| 1936 140 

| 1937 195 

1938 145 

1939 200 

1940 440 

. 1941 775 

\ : 1942 1,321 
> * 1929-37 

’ approximate. 
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Every battleship has a machine shop. This picture was taken 
on the U. S. S. New Mexico. 
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the aircraft industry. Constantly changing designs, 
the development of new models often requires thou- 
sands of new tools which must be delivered in record 
time. 

In shifting to the manufacture of ordnance items, 
the industry faces practically no conversion prob- 
lems. Some companies already have taken experi- 
mental orders producing parts and equipment on a 
sub-contract basis. Warner & Swasey, for instance, 
is making marine diesel engine parts; Van Norman 
Machine Tool Co. is producing a line of induction 
heating furnaces; R. K. LeBlond of Cincinnati is 
doing some production work and several others have 
similarly sought new lines. Were the problem at- 
tacked from an all-industry standpoint in an effort 
to line up a definite program of war material pro- 
duction, the change-over no doubt could be facil- 
itated immensely. As it is, each company has to find 
out by itself what is wanted, and when and where, 
and how it can fit itself into the picture. However, 
in view of the traditional ingenuity of the leaders of 
the industry, there is little doubt that satisfactory 
arrangements can be made to keep their plants busy- 
for the duration. Margins from ordance work wil} 
of course be narrower than from tool orders and a 
decline in operating income must be expected but 
over-all results should still far exceed normal earn- 
ings. However, what of the future? 


Post-War Planning 


After World War I, the industry had trouble 
enough. About one-third of the companies either 
went out of business or were obliged to merge with 
stronger concerns. Because the tooling job has been 
so much greater in this war, the problem promises 
to be much tougher. During the first World War, 
peak production, in 1918, was $220 millions. Last 
year output was fully six times greater. That this 
presages severe dislocations especially among the 
smaller companies, is a foregone conclusion. 

While the predicament is one for which no easy 
“out” can be found, it is a healthy sign that even 
today, in the midst of peak production and lush 
earnings, the industry is actively weighing the 
future possibilities. 

Making other products, preferably items with 
a counter cycle to machine tools is one sugges- 
tion seriously considered by many. The idea, 
tried during the depression, did not work so welk 
then. But with greater mechanization of our post- 
war economy, such efforts at diversification may 
well have a better chance. Some companies were 
quite successful in the past; Brown & Sharpe, for 
example, made sewing machines and hair clippers 
before the war to balance tool output in slack pe- 
riods. Pratt & Whitney, originally a tool maker, 
developed airplane engines; its engine division, emi- 
nently successful, was later sold to United Aircraft. 
Barber-Coleman, besides machine tools, was turning 
out mechanical garage doors. Many more will cer- 
tainly try this time; indicative of the trend of 
thought is that several tool manufacturers today are 
advertising in publications read by the general pub- 
lic with a view to help establish their name for what- 
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ever product they may decide to make after the war. 
Perhaps the most important line of approach is 
that of placing greatly improved models on the post- 
war market. A great deal of interest is shown in a 
new type of electronic motor drive for machine tools 
and in the application of electronic devices to vari- 
ous basic functions. There is also much discussion 
of a wider change from electric to hydraulic drives 
in thé interest of greater efficiency. Many informed 
quarters agree that design of new equipment, ob- 
soleting present models, will be the biggest factor in 
maintaining and creating post-war markets. 
Traditionally, continuous cost reduction in manu- 
facturing is indispensable to the machine tool in- 
dustry. It lives in an atmosphere of steadily increas- 
ing efficiency, and to this movement there is no 





practical limit although in theory, a point can 
and eventually will be reached at which no fuller 
improvement, no increase in efficiency and no further 
reduction in manufacturing costs is possible. Therein 
lies the solution of the post-war problem, according 
to those who hold more optimistic views as to the 
future. They proceed from the theory that when 
general business is good, machine tool business is 
good. As a corollary of the expected post-war busi- 
ness boom, they envisage a competitive situation in 
American business in which they see not only a 
chance to survive but opportunities for good busi- 
ness. The prospective boom in the consumers durable 
goods field, and very probable keen competition be- 
tween various transport media such as aircraft, auto- 
mobiles and railroads, is (Please turn to page 157) 
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Position of Leading Machine Tool Companies 





Book 
Value 
Per Sh. 


Net Quick 1936-39 1941 
Assets Avge. Net Net 
Per Sh. Per Sh. Per Sh. 


Net 


Company Per Sh. 


Divds. 
Per Sh. 


1936-39 
1942 Average 1942 
Divds. 


Paid 


1941 


Divds. 


Paid 


COMMENT 





Blaw-Knox 11.90 5.30 0.95 1.25 1.07 


0.50 


0.35 


0.60 


Has large backlog of orders and production of military 
equipment is important factor, hence capacity oper- 
ations are likely for some time to come. Not exclusively 
a machine tool maker, operations are broadly diversified 
which should be helpful in alleviating post-war slack. 





he Ne I essinctccnciscteascscansrees: | GED 13.15 0.48 5.63 7.57 


None 


2.00 


1.00 


Already doing considerable ordnance work, shipments 
should exceed highly favorable 1942 showing. Post-war 
outlook is bolstered by highly diversified line of products. 





RE BS ccc essicrchipensscnessncssaes 8.08 1.66 7.17 8.63 


1.06 


2.50 


2.50 


Production is likely to taper off during second half-year 
but will nevertheless continue high. A maker of a line 
of standard lathes for mass production industries, post- 
war prospects appear uncertain unless sustained by 
adoption of supplementary lines. 





Ex-Cell-O Corp. ............ccc..c0000 v.22 1.52 6.22¢ 7.62a 


2.60 


2.60 


Tool output is heavily supplemented by manufacture of 
precision aircraft parts, leaving company in a relatively 
favorable position both during remainder of war period 
and thereafter. Output normally is broadly diversified 
with aircraft engine builders principal customers. 





Giddings & Lewis Mach. Tool 12.94 4.97 4.61 2.19 3.56 


0.87 


1.25 


1.25 


Products suitable for diversity of uses in small plants 
and mass production industries; should hold its own in 
post-war period when high-power precision tools needed 
for modernization of plants. 





Greenfield Tap & Die Co. .... 13.09 4.03 0.48 2.67 


2.50E None 


1.50 


1.00 


Output sustained by large demand from aircraft indus- 
try; should do well in post-war period as maker of 
many small tools needed for reconversion of industries 
to peace-time production. 





Monarch Machine Tool Co..... 2.70 7.14 11.00E 


1.59 


3.00 


4.00 


A maker of semi-automatic and special-purpose lathes, 
hip ts wil ti high throughout 1943; moreover 
plant well suited for ordnance production. Normally 
enjoys broad diversification of markets which should be 
helpful in adjusting operations to peace demand. 








National Acme ..............-.--00000 18.90 1.44 6.29 4.77 


0.62 


2.00 


2.00 


Has already undertaken volume production of airplane 
wheels and brakes to supplement tool business. This 
will be helpful after the war when production will 
largely depend upon demand of automotive industry. 





Niles-B + Pond 19.45 9.84 5.27 3.56 4.56 





1.50 


1.25 


1.25 


Capacity operations through 1943 indicated. Comp 


has important affiliations in aviation industry which is 
its chief market. An important pre-war exporter when 
sometimes 50% of its output went abroad, company 


will be assured of satisfactory post-war business. 








L. S. Starrett ..........cocccsccscce 25.03 3.58 5.78 6.98b 


1.95 


2.25 


4.25 


Maker of a wide range of precision tools, further ex- 
pansion of the aviation industry assures good business 
for duration and probably thereafter. Normally also a 
large exporter, company should hold its own even when 
war orders cease. 





Sundstrand Machine Tool ...... 19.50 7.75 1.40 6.23 7.60 


0.56 


2.60 


3.50d 


Ordnance and aviation requirements indicate continued 
high operations though peak about reached. As a 
maker of many standard machine tools, post-war out- 
look appears uncertain but expansion into other fields 
may bolster prospects. 





Van Norman Mach. Tool Co. 15.95 9.92 3.35 3.06 4.77 


1.80 


1.30 


1.30 


A stable earner in the past, company, though actively 
engaged in war work including ordnance, is giving 
much thought to adoption of supplementary lines to 
sustain post-war business. 





Warner & Swasey ................... 10.36 x 4.81 2.43 


1.60 


2.00 


Although an important supplier of the aircraft industry, 
the company is actively interested in finding other post- 
war activities to suppl + hine tool lines. Has 
aggressive management which should enable company 
to show satisfactory results even after the war. 








E—Estimate. (a) Year ended ey 30, 1942. 


(x) Shares publicly issued in 1940 only. 


(b) Year ended June 30, 1942. 


(c) Eleven mos. ended Nov. 30, 1942. 


(d) Plus 50% stock dividend. 





140 





THE MAGAZINE OF WALL STREET 
























ro™ wo Of Set Dh 


Or 








t can 
fuller 
urther 
herein 
rding 
to the 
when 
less is 
- busi- 
ion in 
mly a 
busi- 
urable 
yn be- 
auto- 
157) 


CTT TTL 


military 
oper: 
clusively 
versified 
ir slack. 





hipments 
Post-war 
oducts. 





ialf-year 
of a line 
PS, post- 
ined by 





cture of 
elatively 
r period 
versified 
rs. 


lt plants 
- own in 
; needed 





ft indus- 
jaker of 
idustries 





. lathes, 
1oreover 
lormally 
_— be 


airplane 
s. This 
ion will 
ndustry. 





sompany 
which is 
er when 
sompany 
5S. 





ther ex- 
business 
y also a 
en when 





ontinued 

As a 
yar out- 
ar fields 





actively 
; giving 
lines to 





ndustry, 
er post- 
s. Has 
;ompany 





ividend. 


Dunneddueendnenr tint 


REET 











BY JAMES 


— industry is estimated to be spending 
around $300,000,000 a year on scientific research. 
War needs, high taxes and the problem of finding 
post-war uses for radically enlarged industrial 
capacity all combine to push forward our frontiers 
of technical knowledge faster than ever before. 
Measured by expenditure, a greater effort will have 
been lavished on research in the five years 1940-1944 
than in the preceding fifty. Ahead are not only new 
products galore but major alterations in the physi- 
cal or chemical characteristics of many presently 
familiar types of consumer goods. Investors will 
have to watch the scientific front with more than 
academic interest. The victories won on it will alter 
many a competitive position, and importantly af- 
fect sales and profit potentials. 


Electronics Today and Tomorrow. Electrons are 
infinitesimal “bricks” of the universe, and electronics 
is the science of putting these incredibly minute 
electrons to work through electronic tubes of hun- 
dreds of types, with thousands of uses. Whirling 
in a gas-filled tube, electrons make possible devices 
which—in effect—can feel, see, hear, taste, calculate. 
One scientist has said, “They lack only a conscience.” 

What the future holds for the science of elec- 
tronics is beyond the full range of any present im- 
agination. What is being done today with electronic 
equipment is itself incredible enough. Here are some 
of its uses briefly summarized: To “see”: television, 
cathode ray tubes; to “hear”: radio, public address 
systems; to “feel”: humidity, machine and polished 
surfaces, plating; to “decide”: opening and closing 
doors, turning on and off lights, X-Ray; counters 
and sorters: visible objects up to 2,000 a minute; 
guides: printing register, template cutting; testers: 
vibration, acoustics, synchronizers; timers: speed, 
velocity, welding; magnification: sound, sight; de- 
tection: of flaws in metal, plastics, glass; controls: 
automatic machine tools, weighing, wrapping, liquid 
levels, filling, lighting, temperature; etc. 

Companies with a major or important stake in 
electronics of today and tomorrow include General 


Electric, Westinghouse Electric, Philco, Radio 
Corp., Hazeltine Corp., Minneapolis-Honeywell, 
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Sylvania Electric, Weston Electric Instrument, 
Crosley, Zenith, Sperry and Farnsworth Television. 
The writer would bet on those that have already 
demonstrated they know how to make money—and 
would not count the electronics chickens too far 
ahead. 


Synthetic Insecticide. Because it is non-toxic to 
humans, rotenone is one of the most vital insecticides 
in farm use—but the source of supply is foreign. 
Without an adequate supply of effective insecticides, 
no amount of farm labor — or machinery — could 
yield enough food for our needs. What are we going 
to do? The Rohm & Haas Company has found an 
answer. It is a thiocyanate known as Lethane 60. 
It does not fully replace rotenone, but when mixed 
with 0.4% of rotenone the combination has proved 
more effective than 1% rotenone used alone. Effect 
is to make the available supply of rotenone go more 
than twice as far; and the supply on this basis is 
adequate. So far as insecticides are concerned, the 
battle on the food front has been won. 


The Invisible Raincoat. An invisible “raincoat” called 
Dri-Film, which can be formed on cloth, paper and 
many other materials by exposing them to vapors 
from a new chemical compound, has been developed 
by General Electric research. This “raincoat” film 
on cloth, paper or other materials is so thin it can 
not be seen under a microscope nor can its structure 
be determined by chemical analysis. 

Other improved water repellents have been de- 
veloped by Du Pont. These materials, after applica- 
tion to garments, can not be seen or felt, have no 
odor and do not affect appearance or draping quali- 
ties. This kind of “raincoat” will be a special bless- 
ing in summer—no extra weight or warmth. That 
summer suit you'll be wearing in July will hold its 
neat shape much longer when thus protected against 
the sad effects of perspiration and summer showers. 
Garments thus processed stain less easily, clean more 
easily, last longer. 


Nylon Window Screens. Du Pont’s Nylon is one of 
the most versatile of synthetics. Probably it is most 
familiar to you in the (Please turn to page 152) 
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The Obvious 


It must be obvious to regular 
readers of this column that (1) 
stocks are not so cheap as they 
were when Warner Brothers was 
suggested at 614, Bohn Aluminum 
& Brass at 30 to 35, Fansteel at 
614, Radio at 6, Ohio Oil at 14, 
Barber Asphalt at 12 and Para- 
mount Pictures at 17; (2) there 
is a much bigger public interest 
in the market, even though 
broker’s loans continue to show a 
negligible advance; (3) peace 
prospects have been at least par- 
tially discounted; and that prices 
now are higher than at any time 
since the Fall of France in the 
late spring of 1940, with many 
issues at highest prices since 1937. 

If these things are recognized, 
it follows that (1) traders should 
be decreasing rather than _ in- 
creasing their long positions; (2) 
switching from issue to issue 
should be “upstream” rather than 
“downstream,” that is from the 
more speculative stocks to better 
quality issues; (3) dangers of 
making commitments at above- 
average price levels have in- 
creased; and (4) any change in 
speculative psychology is likely 
to be for the worse rather than 
for the better. 

The writer is not telling you to 
get out of the market, but he is 
suggesting a constantly more 


cautious policy as prices advance. 
Some time this summer it may be 
a pleasant sensation to have a 
little money as well as a lot of 
stocks. 
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This does not represent a de- 
parture from the preference for 
equities over cash on long-term; 
it is merely good timing advice. 


Where Profits Might be 
Protected 


It might be well to protect 
profits in those highly specula- 
tive issues in which there has been 
a big public participation. We 
have in mind “romance” stocks 





like International Telephone, 
Radio Corporation, American & 
Foreign Power, American Cable 
& Radio, Northern Pacific, 
Southern Pacific, Southern Rail- 
way, and other issues of the kind 
which seem to have no price ceil- 
ing and constantly attract a 
bigger public following. 

We are less worried about 
what we term “substantial” issues 
such as Chesapeake & Ohio, Bohn 
Aluminum & Brass, McKesson & 
Robbins, Columbia Broadcasting, 
Great Northern Preferred, Chrys- 
ler, General Motors, J. C. Pen- 
ney, International Business Ma- 
chines, Iron Fireman, Paramount, 
and American Home Products. 


Crosley Corporation 


On April 3rd, when the stock 
was selling around 1414, we made 
favorable mention of Crosley 
Corporation, stating that the 
trend in the company’s earnings 
was sharply upward and _ that 
some people who had __ been 
prejudiced against the company 
were buying the stock. Since then 
the issue has advanced to around 
21, and the first quarter report 





RCA 


In a Radio Corporation laboratory this girl demonstrates the "stitching" of 
two pieces of thermoplastics together in a solid seam, without thread, 
by use of radio-electronics. 
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has been published showing earn- 
ings of $2.06 a share against 71 
cents a share in the March quar- 
ter of 1942. Cincinnati people are 
of the opinion that the company 
is in better shape than it ever has 
been before. Mr. Crosley’s new 
crew of second line executives 
have been “going to town” in 
their war work, and should do a 
first class post-war job. Of 
course there may be some paring 
of current earnings through re- 
negotiation of war contracts, but 
the general feeling in what should 
be well informed quarters is that 
it won’t be too tough. The worst 
criticism of the company in the 
past is that it has made too many 
different things; radios, electric 
refrigerators, coal stckers, 
washers, ironers, gas and electric 


ranges, small automobiles, etc. 
When the organization recon- 


verts to peace, it has an oppor- 
tunity to establish a policy of 
concentrating more and distribut- 
ing less. The management never 
has lacked aggressiveness. 


McKesson & Robbins 


This previously mentioned 
stock has been acting better since 
publication of a first quarter re- 
port showing earnings of 54 cents 
a share against 38 cents in the 
March quarter of 1942. The com- 
pany expects to be able to report 
sales of $240,000,000 for the 
fiscal year to end June 30th and 
should earn between $2.25 and 
$2.60 a share. The stock has a 
book value of about $25 a share. 
It represents ownership in a 
wholesale ethical drug business 
which contributes about 65% of 
gross, a wholesale liquor business 
making up about 30% of the 
business and a small manufac- 
turing business (at Bridgeport) 
contributing perhaps 5%. The 
organization is highly decentral- 
ized, and the Coster matter 
(which led to the 1938 receiver- 
ship) hardly touched the numer- 
ous separately operated whole- 
sale drug divisions serving 
various parts of the country and 
semi-independent of one another. 
The nature of the wholesale drug 
and wholesale liquor businesses is 
quite stable, which suggests that 
the reorganized McKesson & 
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Per Share Earnings and Tax Rates 
The following tabulation, prepared in part from estimates computed by Standard-Poor's, shows 
the effect of a possible increase in the effective normal tax rate on the earnings of a number of 
leading companies. It is assumed that the present EPT rate would remain undisturbed. 


INDICATED PER SHARE NET 




































1942 

Actual 

40% 

Tax Rate 

MI ooops one docersactsccsncbeaccacs $2.50 
American Can ........... bee 4.03 
American Smelting ... ee 3.99 
American Tobacco ...... as 4.28 
Bohn Aluminum ........ ; 6.78 
Borden Co. ............... 1.91 
Cel 3 roe 3.43 
SD citcrscessesneracscnase : om 3.57 
I NINE ooo - cca ecepsncacoscueatsicansucse 8.41 
Eaton Mfg. sine 3 4.95 
Electric Storage Batte side 2.20 
General Electric 1.56 
General Foods . 2.50 
General Motors 3.55 
International Business Machines ...... 8.77 
International Paper .......................0. 1.75 
Johns-Manville .............0...ccececeeeeeeeeeees 6.35 
K tt tee 4.51 
M SN aeenassticusabscadecece 3.75 
National Cash Regist 1.93 
MUNIN BGs: ccaecccecesssiececsesnccedscaceenseces 6.58 
Philco : : 1.61 
i I NON asekgcacsnncisnsccesscnsdscedunee 3.17 
Safeway Stores ... sa 4.06 
NINO soo cesses cvvaracsucssaccneasensseaens 2.43 


(a) Paid in 1942. 
(b) Plus 5% in stock. 
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Robbins company’s stock, as it 
becomes better seasoned, will sell 
on a low yield and high price- 
earnings ratio basis. This stock 
at current prices offers a yield of 
almost 5% through its $1.00 
dividend, which is likely to be in- 
creased over a period of years. It 
qualifies as a “backlog” issue for 
conservative stock portfolios. 


Meaning of Possibly Higher Taxes 


The table in the box on this 
page is designed to give an idea 
of what an increase in the normal 
tax plus surtax rates would do 
to per share earnings. It will be 
noted that it would not hurt the 
companies in the high excess 
profits tax brackets as much as 
the stable earners, that in most 
cases it would not threaten divi- 
dend rates, and that the “lever- 
age” capitalization companies 
would feel it more than those that 
have but one class of stock. 

The impression is that excess 
profits tax rates will not be in- 
creased, and that there is an even 
chance of corporations being able 
to set up more liberal reserves for 
the post-war period. Some in- 
crease in the normal tax plus sur- 
tax rate is generally expected 
with a 45% rate more probable 
than a 50% rate—although the 





Treasury may ask for 55%. 


1942 1942 
Est. if Est. if Ind. 
45% 50% Div. Recent 
Tax Rate Tax Rate Rate Price 
$2.35 $2.21 $2.00 44 
3.63 3.2 3.00 83 
3.51 3.04 3.00(a) 45 
3.92 3.56 3.25(a) 55 
6.56 6.35 3.00(a) 55 
1.63 1.35 1.40 27 
3.11 2.80 2.00 39 
2.95 2.33 -00 76 
7.80 7.19 6.75(a) 164 
4.73 4.52 .00 41 
1.99 1.78 2.00 40 
1.46 1.36 1.40 37 
2.32 2.15 1.60 37 
3.28 3.01 00 51 
8.11 7.45 6.00(b) 165 
1.38 1.02 none 13 
5.91 5.47 -00 85 
4.30 4.09 3.00(a) 34 
3.48 3.22 2.25 90 
1.67 1.42 1.25(a) 25 
6.22 5.87 5.00(a) 89 
1.53 1.45 0.75(a) 222 
3.06 2.96 2.00 35 
3.57 3.09 3.00 40 
2.30 2.17 1.60 36/2 
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Canada Dry Ginger Ale, Inc. 


In the six months ended March 
31st, Canada Dry Ginger Ale, 
Inc. earned $1.34 a share against 
81 cents a share in the corres- 
ponding first six months of the 
previous fiscal year. This com- 
pany has met war-time problems 
by shortening delivery routes and 
using its sugar ration to produce 
ginger ale and Spur rather than 
a wide variety of miscellaneous 
“sweet” drinks. Its liquor bus- 
iness, about one third of the 
whole, has continued profitable. 
The management’s long range 
policy is (1) lower prices, (2) 
construction of additional plants 
near the best markets, (3) 
further development of the direct 
to the dealer delivery system, (4) 
decentralized local management 
of plants, and (5) further de- 
velopment of the 5-cent bottle 
idea which the company formerly 
did not exploit and cannot push 
under present war-time container 
regulations. The company’s Spur 
(cola) drink is growing in volume 
but is nothing like as big in the 
trade as some of its competitors ; 
to date it is not an important 
producer of net profits. The 
stock at around 23, paying 60 
cents per annum, has long range 
growth possibilities and is not 
high on that basis. 
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Investment Audit of 
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Southern Pacific 

















—T Paciric operates approximately 13,000 
miles of road. Lines of the company extend from 
Portland, Oregon, southward to the Mexican border. 
Its two eastern segments connect, one with the Union 
Pacific at Ogden, Utah, forming a link to Chicago 
in connection with the Northwestern (the so-called 
Overland route) ; the other extends to El Paso and 
New Orleans, parallelling the Southwestern border 
of the U. S. A connection with the Rock Island at 
El] Paso gives the SX a direct route to Chicago 
through the Southwest and control of the Cotton 
Belt furnishes access to territory radiating south- 
ward from St. Louis. 

Average haul of the SX is long, some 336 miles. 
Since the bulk of this traffic is high grade, it has 
been subject to considerable competition from other 
transportation agencies, with the result that average 
rates per ton mile have consistently declined from 
1.25 cents in 1932 to 0.99 cents in 1941. SX orig- 
inates about 70% and terminates over 72% of total 
freight carried. Freight is well diversified as be- 
tween agriculture, products of mines and miscel- 
laneous manufacture. Over 40% of gross revenues 
are obtained from miscellaneous and manufactures 
and 25% from agricultural traffic. Company has 
large investments in tractions, oil, lumber, and other 
enterprises, including a profitable Pacific Fruit 
Express, jointly controlled with the UP. 

SX traverses a territory which has experienced a 
major economic transformation since 1900. Terri- 
tory served at the turn of the century was predom- 
inentaly agricultural, but in the intervening years, 
the West Coast has become increasingly industrial- 
ized. Growth in territories served has been acceler- 
ated by shifts in population. Whereas population 
increase for the U. S. in the period 1900-1920 was 
39%, that of California was 130% ; from 1920 to 
1930 the corresponding percentages for U. S. and 
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California were 16 and 66% respectively; and for 
1930 to 1940 7.2 and 22%. Population growth of 
Texas, another important state served by the SX, 
has also exceeded that of the U. S., 10.1% as com- 
pared with 7.2% in the decade 1930-40. 

World War II has accelerated the industrial 
transformation of both California and Texas. 
Growth of California is of major importance to 
SX, dominating as it does, the entire railroad traffic 
along the Pacific Coast. Over one-third of SX rev- 
enues are derived from traffic originating in Cali- 
fornia. Approximately 70% of all railroad traffic 
originating in California is carried by SX. Four- 
fifths of all the canteloupes and honeydews moved 
by rail in the U. S. originate on SX lines, as does 
85 % of all lemons and limes, 65% of all grapes and 
wines, 55% of fresh vegetables and 45% of dried 
fruits. While SX does not dominate industrial 
freight to the same degree, this road handles by far 
the largest volume of such freight, originated in 
both California and the other area it serves. More 
rapid growth of California and Texas, its two most 
important areas served, is reflected in Table I. 

Earnings of the SX since 1929 are furnished on 
Table II. This table gives salient financial data, such 
as total available for fixed charges, times charges 
earned, and earnings on the common. These statistics 
reflect, up to 1940, a most unsatisfactory situation. 
In fact, between 1933 and 1940 non-equipment debt 
increased by $37 million to $687 million. Increase was 
occasioned by a series of factors: (1) the expendi- 
ture of well over $100 million for rehabilitation of prop- 
erty and equipment; (2) forced repayment of Cotton 
Belt loan; and (3) loss in Spindletop litigation. Cost 
of the latter two non-recurring charges was $24 mil 
lion or two-thirds of the actual increase in debt. 

Largest outlay, however, was the $153 million 
spent for rehabilitation of property and equip- 
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ment, a considerable portion of this total being 
spent for equipment. Need for the latter was made 
obvious in 1937 when, to handle rising traffic in the 
boom year 1937—when the FRB index of general 
business exceeded that of 1929 by 4 points—the SX 





TABLE | 


Gross Income Compared with Other Lines 
and with Industrial Production 
(1923-1925 Equals 100) 


Central 
Southern Western All Class FRB Index 
Pacific Region 1} Roads Indus. Prod. 
Pee ee 103 102 103 101 
ope ceapecgecaesee 104 108 103 126 
PERE O ee ernoe 48 54 51 67 
oS 57 56 100 
= 75 74 68 130 
siadecteceessansescees 72 72 65 124 
Renee eee 99 95 88 179 
sede Gcsucaeaubeseeeses 152 (a) 118.8 207 





(a) Not available. 





had to employ obsolete locomotives, with resultant 
disastrous results earningswise. Subsequent to pur- 
chase of over $50 million of new equipment, the road 
was able to regain control over operating expenses. 
In fact, with gross income increasing $7 million in 
the three-year period 1937 to 1940, transportation 
costs decreased $4.6 million, a remarkable showing 
indicating what economies can result from the pur- 
chase of modern equipment. 

There have been numerous financial factors re- 
stricting earnings in recent years, chief of which 
being former managerial practices not only to 
shoulder the burden of operating losses of subsid- 
iaries, but also to advance funds of the parent com- 
pany to make good the losses of these subsidiaries. 
It is our understanding that the management has 
resolved upon a new policy, namely, that of allowing 
its subsidiaries to shift for themselves. As yet it is 
too soon to know whether this managerial decision 
will stand the test of time since the war has so stim- 
ulated the business of its subsidiaries that for 1942 
over $5 million were contributed to system earnings 
by companies formerly operating in the red. Even 
Southern Pacific of Mexico had a profit of $520,000, 
first in many years. This is an important change 
and can scarcely be overemphasized. 

SX has been one of the major war beneficiaries 
among the rails. Whereas formerly this road’s traffic 
was predominantly eastbound, with a high percent- 
age of empties returning westward, now the pendu- 
lum has swung the other way. The current unbal- 
ance however, is slight, not at all out of proportion 
to the heavy war traffic generated. The slightly 
predominantly westbound traffic movement should 
continue until Japan is finally defeated, when the 
movement is likely to revert once again to the normal 
predominance of eastbound traffic. Well balanced 
traffic, such as that in 1942, permits of substantial 
operating savings. 

Additionally, the SX has benefited from diversion 
of sea-borne traffic to the rails and from the devel- 
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opment of new industries in California. In fact, 
more money has been pumped into California by the 
Federal Administration than in any other state of 
the Union. New steel plants, aviation plants, alum- 
inum mills, commercial development of ore mines 
and the Kaiser shipbuilding projects are typical of 
war industries thus developed. Needless to say, they 
all provide substantial amounts of traffic. Of course, 
most of this war stimulated traffic will probably 
prove to have been transitory. Yet we do expect a 
greater percentage of this traffic to be retained in 
the post-war era than is now anticipated by the gen- 
eral public. This belief, strengthened by the realiza- 
tion that the secular growth of the Far Western ter- 
ritory of the recent past should continue, at least at 
that rate for the next decade, virtually forces the 
investor to take a constructive attitude with regard 
to the future prospects of this road. 

Outstanding immediate benefit of the SX from 
the war, was the strengthening of its finances. Table 
IV will highlight the improvement. Note the in- 
crease of working capital of $75 million, and of cash 
assets of $72 million in the past three years, not- 
withstanding the reduction of debt of some $46 mil- 
lion in the three-year period. This strengthened 
financial position is of major importance, since it 
bears directly on the controversial subject of debt 
reduction. In like manner, the length of the war will 
play an important part in the strengthening of SX 
finances, since obviously the longer the war lasts, the 
more likely is the company to enlarge its cash, which 
is currently increasing at the rate of $50 million 
annually. The war period has made possible other 
sources of building up cash, not previously available. 
The company has been able to take advantage of 
better real estate prices to sell some of its surplus 
lands. Heavier depreciation charges are now per- 
mitted by the ICC, partially accounted for by accel- 
eration of depreciation of war installations, and since 
new equipment can not be purchased to the extent 
needed, depreciation charges are far higher than 
equipment maturities, thus permitting building up 





TABLE Il 


Financial Data — Southern Pacific 
(000 Omitted) 


Avail. Total Net Times Earn. 

for Fix. Fix. Income Fix Chgs. Per 
Year OP. Revs. Chgs. Chgs. Aft. Chgs. Earned Share 
1942 $472,749 $108,996 $26,681 $80,283 3.80 $21.27 
1941 297,786 64,266 29,508 34,727 2.18 9.20 
1940 231,932 39,178 29,862 9.315 1.31 2.47 
1939 217,573 36,142 30,007 6,134 1.20 1.63 
1938 200,071 23,891 30,720 *6.829 0.78 _......... 
1937 225,017 31,460 30,703 757 +=1.02 0.20 
1936 204,338 45,080 30,577 14,503 1.47 3.84 
1935 163,381 32,925 30,578 2,346 1.08 0.62 
1934 149,193 32,156 31,748 408 =—'1.01 0.11 
1933 129,861 26,697 31,688 *4,991 | 
1932 142,597 25,669 31,449 *5,779 0.82 _......... 
1931 198,642 38,522 31,383 7,138 1.23 1.92 
1930 258,758 61,075 30,391 30,684 2.01 8.24 
1929 310,969 76,628 29,193 47,435 2.62 12.74 
* Deficit. 


N.B.: Above statistics exclude results of separately operated 
solely controlled affiliated companies. 





145 























TABLE Ill 
Operating Data (Gross) 
Bad Order 
Maintenance of _ Trans- Oper- % of Total 
Way and Equip- portation ating  Loco- 
Structures ment Ratio Ratio motives Cars 
1932 11.87% 18.56% 38.35% 80.79% 20.4% 14.3% 
1933 10.48 18.84 37.43 78.83 27.5 14.7 
1934 10.71 18.16 36.45 76.13 21.5 11.4 
1935 9.59 17.55 38.28 75.83 19.6 10.8 
1936 9.72 16.53 37.10 72.54 9.9 7.6 
1937 10.56 17.14 40.75 77.29 7.9 6.4 
1938 12.01 17.11 40.37 78.60 9.0 8.6 
1939 10.18 17.14 37.22 73.28 12.3 a2 
1940 10.57 16.79 37.56 72.98 11.4 4.9 
1941 10.13 16.12 35.31 68.50 4.3 3.0 
1942 8.44 14.41 28.94 57.70 (a) (a) 


(a) Not available. 





of sizeable cash resources. Additionally, deprecia- 
tion of way and structures, a new ICC account classi- 
fication, is now deductible for tax purposes, and 
should greatly exceed $7.1 million reported for this 
purpose in 1942, and amortization of defense proj- 
ects should be much in excess of the sum of $11 
million, also reported in 1942. 

Net operating income for the first quarter in 1943 
amounted to $25.4 million as compared to $16.9 for 
the corresponding period in 1942. For the balance 
of the year the company will doubtless feel the ad- 
verse effects of rescinding of the 1942 freight rate 
increase, together with possible slight increase in 
wages. Notwithstanding these factors, plus the 
incidence of rising taxes, it would appear from 
current indications that SX should earn at least $20 
per share in 1943 and continue to report high earn- 
ings for the balance of the war period—possibly 
_as much as $15 per share. By withholding our full 
effort in the Far East until such time as Germany 
is totally defeated, which seems to be our national 
policy at this writing, SX is virtually assured of 
far better traffic volume than the eastern roads, per- 
haps for a period of six months to a year following 
termination of hostilities with Germany. 

SX has maturities of some $210 million between 
1946 and 1950. Prior to Pearl Harbor, and the 
subsequent stimulus occasioned by war traffic, as well 
as improvement in general finances, these maturities 
were a source of real concern to both SX manage- 
ment and its security holders alike. Fears of re- 
ceivership have been lessened, if not entirely elim- 
inated, as a consequence of combination of retire- 
ment of debt and strengthening of cash resources. 
For even if cash cannot be increased rapidly enough 
to meet the entire $210 million as this debt falls 
due, a successful refunding operation seems probable 
from this distance. 

Yet a real problem does exist, whether or not 
SX can take advantage of the current war boom to 
retire sufficient debt to render itself impervious to 
any future depression influences. If we assume that 
revenues in a post-war depression year would not 
decline to levels below those of 1938, or $200 mil- 
lion, and that 12% of these revenues would be avail- 
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able for fixed charges (75% operating ratio, 10% 
for taxes, and 3% for joint facility rents) and further, 
if we assume that under the ICC formula of reorgan- 
ization that charges should be covered at least 114 
times in the worst possible year, SX could then sup- 
port a debt structure of $466 million with charges 
of $21 million (on a 414% overall interest cost), 

It is of interest to note that SX would have coy- 
ered its charges every year since 1929 had such 
charges been only $21 million. It would therefore 
be necessary for the road to concentrate its efforts 
on retiring some $211 million of debt, which if ob- 
tainable at an average of 80, would entail an outlay 
of $168 million of cash. With over $100 million of 
cash assets available at the 1942 year end, and with 
cash increasing at the rate of $50 million annually 
during the war period, it is evident that SX may 
well be in a position to achieve at least most, if not 
all, of this goal. Parenthetically, it might be noted 
that our estimates of need for debt reduction are 
more conservative than those of the management, 
since the latter has estimated that if interest charges 
are reduced to $25 million the road will be able to 
weather all future foreseeable contingencies. 

It is evident from the foregoing that we view the 
future outlook of SX constructively and that we 
do not anticipate that SX will have any difficulties 
in meeting their near term maturities. In fact, we 
believe the management could, if it so desired, reach 
our suggested goal of retiring $211 million of debt 
and thus reduce its charges to $21 million which 
would then represent a reduction in charges of over 
$10 million from the 1934 peak (a reduction of some 
33% ). 

The long term debentures—the 414s of 1968, 1969 
and 198i—or the Oregon Line 414s of 1977 are 
attractive on the probability of company purchases 
plus the attractive yield offered. Of the better grade 
SX issues, we favor the Ist and refunding 4s, 1955, 
representing a lien on an excellent piece of mileage; 
and also the Central Pacific Through Short Line 
4s, 1954, a small mortage on a property having 
heavy density through traffic with low expense ratios. 

There is no question but that both gross and net 
revenues will experience a sharp decline at the conclu- 
sion of the war. There will of necessity be an almost 
immediate diversion of traffic to coastwise shipping 





TABLE IV 
(000 Omitted) e 
1929 1932 1939 1942 
Funded Debt in 
hands of public...... 617,987 678,318 723,095 677,852 
Working Capital ...... 36,785 25,495 12,552 87,716 
Cash Assets .............. 28,899 15,550 28,386 100,741 





companies, with considerable traffic going through the 
Panama Canal, and of course substantial quantities 
of war freight such as munitions and aircraft will 
no longer be manufactured. Decline is likely to be 
short lived since anticipated reversion to peace-time 
manufacturing should (Please turn to page 156) 
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aving Without compensation for population growth, 
‘atios. this publication's index of business activity 
id net rose from 154% of the 1923-5 average in 
ynclu- March to 157 in April—a new all-time high 
ear" and 4.5% above last year. 
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War expenditures in April amounted to 
— about $7.4 billion, raising to over $95 billion 
our total defense-war cost since mid-1940. 
Lend-Lease expenditures from March II, 
1941, to April 1, 1943, totaled $10.3 billion. 
Reciprocal lend-lease aid on the part of other 














1942 allied nations generally matches ours in pro- 
77,852 portion to their resources. Last year lend-lease 
87,716 food shipments were approximately 6% of 
00,741 our total food supply, and Administrator Stet- 
—— tinius predicts that the proportion will be 
larger this year. 
rh the ess 
tities 


. The second War Loan drive was a huge 
t will success, topping the initial goal of $13 billion 
to be by more than $5 billion. Curiously enough, 
-time however, money in circulation climbed $240 
156) (Please turn to following page) 
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Date Wk. or Mo. Wk. or Mo. Ago 
FEDERAL WAR SPENDING} May 3 $58,150 $56,040 ~—- $18,949 (Continued from page 149) 
(Fiscal Yr. to Date) ote ; 
million, at an accelerated pace, during the three 
weeks covered by the drive, reaching a new all- 

FEDERAL DEBTt (Gross)evcccennwe.| Mey 3 $130,901 $127,552 $65,009 | sime high of $16,593,000,000, It has been esti. 

mated that about 75% of the money in circula- 

MONEY SUPPLY tion is held by persons earning less than $5,000 
Member Bank Dem. Depositst.....| Apr. 28 $30,098 $30,313. -«$25,358 | ° Year Despite redoubled efforts it would seem 
Currency in Circulationt............. Apr. 28 $16,593. $16,500 ~— $11,723_'|_ that the drive failed to tap the resources of in- 

numerable small stocking and mattress banks. 
* * * 

NATIONAL INCOME The present mania for hoarding has attained 
Total Income Paymentsf. Feb. $10,428 $10,725 $8,094 proportions never before reached in our nation's 
a Pp maar ssi — ei — — history. There was great demand for cash during 

Ividends and Interes eb. 
(As tan ha Feb, 9,422 9,614 7,394 the first world war, throughout the boom days 
Farm Marketing Incomet (ee)....| Feb. 1,131 1,261 833 of the '20s, and during the banking crisis of 
Including Govt. Paymentsf (ee)| Feb. 1,210 1,361 912 1933; but at no time prior to the present war 
did the amount of money in so-called "circula- 
tion" reach even a third of its present level. The 

FACTORY PAY PAYROLLS (dl) Feb. 297.2 290.9 208.2 amount of cash in non-banking hands is probably 

around $10 billion in excess of current business 

FACTORY EMPLOYMENT (di) i: 167.2 166.1 144.3 needs. If the excess were deposited, banking 
EDISTO TODS: cissesessccsecsescssssicsscsss Mar. 223.9 ZAN2 175.8 reserves would be increased correspondingly, 
Non-Durable Goods .............s:e0000 Mar. 122.5 122.8 119.4 thereby facilitating our war financing. The cur- 

rency miser not only refuses to aid the war effort 

BANK DEBITS but hinders others from so doing. 

Member Banks (101) Citiesf........ Apr. 28 $11,957 $16,763 $9,083 oad 
DW TE OPK VINE oscsccnsscnascessseeresencces Apr. 28 $4,733 $7,870 $3,415 In extending the life of the $2 billion stabil- 
ization fund for two years after June 30 Con- 

Cost of Living (c) gress, without protest from Secretary Morgen- 

All Items Mar. 102.8 101.8 96.1 thau, has stipulated that no part of this reserve 
Food Mar, 112.9 110.2 97.5 shall be contributed to an international stabil- 
Housing poteetpsecnmireenersemesr tery eeceecere” Mar. 90.8 90.8 90.7 ization fund in any manner whereby direct control 
Clothing Mar. 88.6 88.6 85.8 J 4 Paar ie gn 
Fuel and Light .....ccssssssssssssssesssssen hee. 92.6 92.2 90.4 | and custody passes trom the President and the 
Sundries . | Mar. 106.8 106.7 103.5 Secretary of the Treasury. Congress has also 
Purchasing Value of Dollar............ Mar. 97.3 98.3 104.1 recalled the President's dollar devaluation 

power; but Mr. Morgenthau could still change 

RETAIL TRADE the price of gold under the 1934 Gold Reserve 

Primary Distribution (b).............00+. Mar. 147 147 128 Act. 

Distribution to Consumers (b)........ Mar. 86 97 93 os = 

Consumer Expenditures War has lifted prices by varying amounts 
eee | ~ 6,800 ar —, throughout the world. Smallest advances have 
oe ey oer cpl psn been in totalitarian Russia and Germany: the 

Retail Store Salest.............essssseees Mar. $5,052 $4,509 $4,474 | most spectacular in disorganized China, where 
Durable Goodsf .............. Mar. $822 $664 $804 living cost has rocketed 2,900% since Japan 

D ee — oi — = = attacked her. Such an explosion may seem spec- 
epartment Store Sales ar. : : ; : @ 

Chain Store Sales (g)............cssssse000 Feb. 194 177 165 tacular i ar with the rise of only 237% 

Rural Sales, Gen. Merchandise (m)| Mar. 2113 215.5 211.4 in the U. S. A. since August, 1939; but makes 

Commercial Failures (c)................ Apr. 362 410 938 a very feeble showing in light of the 1,262,000,- 

000,000% inflation fed by German printing 
PRICES presses between 1913 and 1923. 
Wholesale (hh) ....cccsssssssccsssssessssees Apr. 24 103.4 103.5 98.6 ; re es 
Retail (s) End of Mo............cs00 Mar. 113.2 113.1 112.5 Russia, most successful of all nations in hold- 
ing prices down, has solved her inflation problem 
DEPT. STORE STOCKS (f) bi. 90 93 108 a eta of —_ . price — 
rationing, heavy consumption taxes on scarcity 
goods, direct subsidies to high-cost factories, 
yp rnd tell ) bonuses to managers and workers for cost reduc- 
” tion, grade labeling and price publishing. 
~ a Ececsusmssupsosiesssicess Feb. 280 247 292 a ae 
ura HUI so susncctocrcacassersosscasebs Feb. 420 364 463 
Non-Durable Goods Feb, 191 172 182 Price control in democratic Sweden has been | 

Shipments—Total Feb. 256 226 199 virtually as successful as in autocratic Russia 
_— — ~ r ag nad pn 232 because — believe it or not — agriculture, labor 

Nera ook —— Feb 1B HE 172 | and business have bean lng to. compromise 
Durable Goods ..csosnsssossssssnessesen Feb. 210.3 211.3 180.8 | instead of pressing for group advantage. There, 
Non-Durable Goods ...............<. «| Feb. 145.5 148.6 147.4 | as in England, labor has agreed to refrain from 
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PRODUCTION AND TRANSPORTATION 

































































Latest Previous Year 
Date Wierkta. Wierkin. Aae PRESENT POSITION AND OUTLOOK 

M. W. S. INDEX OF BUSINESS further wage demands so long as the cost of 
ACTIVITY 1923-25—100 Apr. 24 130.7 130.6 127.6 living index remains below a specified level. 
INDUSTRIAL PRODUCTION (a) | Mar. 203 202 172 | There are more or less thriving block markets 

a aalilic Mani Mar, 298 295 230 in all countries to which governments, as here at 
Non-Durable Goods Mar. 148 150 139 home, shut their eyes when computing cost of 

STEEL living indexes. att 
Ingot Production in tons ®.......... Mar. 7,670 6,826 7,392 saeias . . 
Veers tal Geta ot eid 21920 21017 lf the situation were handled right, economic 
groups in the U. S. would probably be as co- 

ELECTRIC POWER OUTPUT operative as in Sweden. Both of our great labor 

K.W.H.T May | 3,867 3,925 3,305 unions are now demanding that prices be rolled 
ENGINEERING CONSTRUCTION back to their Sept. 15 levels if wages are to be 
Volume & (en) ....ccsssssssssssssssssesseees Apr. 29 $47,100 == $83,165 = $182,270 ceiled.” be O. P. A. has asked Congress for 
a $500 million food subsidies fund to effectuate 
PETROLEUM such action. 
Average Daily Production bbls. *%....} May 1! 3,919 3,913 3,335 * ¢ 2 
Crude Runs to Stills Avge. bbls.&| May | 3,849 3,737 3,435 D tment st in th 
Total Gasoline Stocks bbls. *.......... May | 90,029 91,001 101,591 ee ae a & te pees 
Fuel Oil Stocks bbls. ®......csssccsusee May | 66,991 67,455 79,189 | week ended April 24 were 29% above the corre- 
spondi +-East k last d 

TansPORTATION oe ee ee 
Carloadings, total ..oc.csccssssssssseeeee Apr. 24 = 794,194 780,908 OO5.27 | 12% for the your te on ata aten sealiae 
Grain Apr. 24 45,216 42,589 35,677 o : 

—-— Apr. 24 164,978 170,024 169,662 last year were 8% under 1941. Year-end inven- 
Forest Products ccccccccccccecoseccesecocecesses Apr. 24 43,189 44,977 51,260 tories were off 6%. Commerce Department pre- 
ae and Miscellaneous.. -_ ba yb a pence dicts that 1943 retail store sales will total 13% 
Seg L. Mdse he. 24 35 383 21.629 70.911 below last year's record $56.4 billion, with eat- 
bs ag Apr. 24 14.533 14.932 14.045 ing and drinking places likely to experience the 
Sauashiak Apr. 24 15,156 15,154 13,785 | only increase. 

* * * 

GENERAL Profits after taxes reported for 1942 by 652 
Paperboard, new orders (st)............ May | 117,770 127,385 108,219 : ith stock listed Seis haces aah 
Lumber Production} (bd. ft.)............ Apr. 24 610 620 ae ber oan diese Magri 
Cigarette Production? ..........cscc00+0 Mar. 20,611 17,678 17,015 Stock Exchange totaled $3.6 billion—only 2.8%, 
Bituminus Coal Production&(tons)| Apr. 24 11,775 12,015 11,335 below 1941. 

Portland Cement Shipments*(bbls.)| Feb. 8,656 8,691 8,293 





t—Millions. *—Thousands. (a)—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. Y. 100% estimated long term 
trend. (c)—Nat. Ind. Conf. Bd. 1923—100. (d)—U.S.D.L. 1939—100. (e)—Dept. of Com. Jan. 1939—100. (ee) —Dept. of Agric. (en)—Engi- 
neering News-Record. (f) Federal Reserve Index, adj. .1923-25—100. (g)—Chain Store Age. (h)—U. S. B. L. S. 1926—100. (1) —1939—100. 
(m)—1929-31—100. (s)—Fairchild Index, Dec. 1930—I00. (st) Short tons. 
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No. of 1943 Indexes (Nov. 14, 1936, Cl—100) High Low May | May 8 
Issues (1925 Close—100) High Low May |! May 8 100 HIGH PRICED STOCKS...... 64.35 52.87 63.18 64.35C 
273 COMBINED AVERAGE........ 86.4 54.5 81.9 86.4F 100 LOW PRICED STOCKG........ 83.33 43.61 78.78 83.33F 
3 Agricultural Implements ...... 134.3 105.2 132.0 132.9 3 Liquor (1932 Cl.—100)........ 289.2 197.1 278.8 278.8 
9 Aircraft (1927 Cl.—100)...... 179.2 131.8 178.3 179.2B GH Wie Rien Secceicscccesces cee icsescts : 82.6 107.6 108.8B 
5 Air Lines (1934 Cl_—100).... 481.7 363.1 458.7 481.7Z 2 Mail Order .......... : 61.8 439 75.8C 
5 Amusement ............ccccccccsoccees 70.8 40.2 67.8 70.8F 3 Meat Packing 34.9 52.3 55.1C 
12 Automobile Accessories........ 138.4 83.0 123.5 138.4F 10 Metals, non-Ferrous .............. 154.0 106.8 148.3 154.0C 
13 Automobiles . ...........cscssssesessers 19.1 9.7 18.6 19.1F 3 Paper 12.5 9.0 12.5 12.4 
3 Baking (1926 Cl—100)........ 13.8 8.5 12.9 13.8D Ai Pernt eit occiaecssciceecsacencs 126.3 86.9 126.2 126.3F 
3 Business Machines ................ 173.9 129.4 167.2 173.9D 18 Public Utilities oe 54.0 23.2 46.5 54.0C 
2 Bus Lines (1926 Cl—100).... 82.1 54.9 81.0 82.1C 3 Radio (1927 Cl.—100)........ 24.7 12.1 24.0 24.7F 
DS GNOINGMIE: 2atielsccctiessstereitsectatee 185.6 153.5 182.0 185.6D 7 Railroad Equipment ............ 53.5 32.1 49.2 53.5D 
13 Construction ........cccccocssssscssses 34.5 23.3 33.0 34.5D 17 Railroads 18.6 9.8 17.4 18.6D 
SI CONEBINGNS 5 cscsccsccccsessesermseaccices 216.3 177.1 212.7 216.3C 2 Shipbuilding 2.0... 106.1 83.4 101.5 106.1A 
8 Copper & Brass...........ccece0 82.8 63.6 82.8B 82.2 Se SOGW CNUTIM Doss cscscccecccccnsssisaccese 285.0 197.8 269.8 285.0F 
2 Daley {Preducts: ccassisscsssssieesccs 373 yy 35.9 37.3F DZ SOE Be CeCe oocsscsssscincacssices 74.2 57.6 72.3 74.2B 
6 Department Stores ............... 24.5 15.4 24.1 24.5E 2 Sugar wa, 39.6 32.2 38.0 39.6A 
5 Drugs & Toilet Articles........ 88.1 50.9 82.5 88.1F 2 Sulphur 191.0 180.2 187.1 191.0B 
2 Finance Companies .............. 205.0 152.6 191.3 205.0C 3 Telephone & Telegraph........ 109.9 67.0 101.3 109.9N 
6 Food Brands 85.5 116.2 119.39 3 Textiles 64.6 33.7 54.6C 53.8 
2 Food Stores 37.7 42.8 44.3B 3 Tires & Rubber...................... 25.4 16.5 25.2 25.4F 
4 Furniture 35.0 53.3 54.3C 4 Tobacco 60.6 52.2 60.2 60.6 
3 Gold Mining ............cceeesseeee 912.6 610.3 830.2 847.9 2 Variety Stores qu... 221.8 182.4 220.0 221.8C 
6 Investment Trusts ..............0 39.1 22.7 37.3 39.1F 20 Unclassified (1942 Cl.—100) 182.1 100.0 163.1 182.1A 








New HIGHS since: A—1942; B—1941; C—1940; D—1939; E—1938; F—1937; N—1931; O—1929. Z—New all-time HIGH. 
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Trend of Commodities 


Uncontrolled prices of farm commodities have crept up- 
ward during the past fortnight under a prevailing belief 
that the Administration will continue to temporize with 
inflation problems. Food Administrator Davis thinks rigid 
price ceilings, the farmer's phobia, would be a brake on 
production. Hopes to avoid them by calling Government 
‘crop loans and selling Government-held reserves of farm 
staples. The plan should prove effective, unless stopped by 
the farm bloc. Private manipulators did it that way in pre- 
New-Deal days. O. P. A. will aslo stop inventory hoarding 
of corn by processors and stock feeders. The Government 
will substitute increased support prices for dry peas and 


beans, peanuts, soybeans and flaxseed, in place of recently 
abolished incentive payments. Price of natural crude rub. 
ber has been raised to 40c. Rubber Reserve Corp. had 
been importing it at 27c to 50c a pound and selling at 
22!/.c. But the price is still 22!/20 to civilian processors to 
appease the inflation fighters. At the same time, prices of 
synthetic rubber were cut 2c to 20c a pound, depending 
upon the type. Some say that, under mass production, 
synthetic can eventually be sold profitably at 10c. Officials 
say that commitments will be barred at the forthcoming 
Food Parleys, though recommendations may be agreed 
upon. 























































































































U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1929, equal 100 


Date 2Wk. Mo. 3 Mo. 6 Mo. I Yr. Dec.6, 
May5 Ago Ago Ago Ago Ago 194l 
208.2 208.8 210.0 202.7 188.5 184.6 137.4 
200.8 201.3 202.0 199.5 191.8 186.4 1444 
159.6 159.6 160.1 157.9 155.8 153.6 1360 


Date 2Wk. Mo. 3 Mo. 6 Mo. 1 Yr. Dec.6, 
May5 Ago Ago Ago Ago Ago 194l 
176.2 176.4 177.0 174.6 170.4 167.0 139.6 
167.4 167.4 168.0 165.2 162.8 162.0 148.3 
182.2 182.4 183.1 181.0 175.5 170.3 134.2 


28 Basic Commodities............ 
import Commodities 
Domestic Commodities 


180 | T 
WHOLESALE COMMODITY PRICES ‘ 
yj 
160 ‘ 
FARM PRODUCTS 
100 F 115 
140 / J 
4 95 “a 110 
= Fs 4 
© 120 90 aids / 
“ JEMA — saad 
é © 4 RAW MATERIALS 
4 —— ee 100 
a !00 . fare. waee* t 
” 4 FINISHED PRODUCTS 
> { 95 
80 _——- 
SEMI- MANUFACTURES 
20 
U.S.B.L. INDEXES 
60 - : ~ - VTE Aw We EE 5 
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Domestic Agriculture 
Foodstuffs 
Raw Industrials 





COMMODITY FUTURES INDEX 
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DOW JONES 
COMMODITIES INDEX 
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Average 1924-26 equal 100 


1943 1942 1941 1940 §=61939 «1938 1937 
ROMER Pisscicccceuee 92.16 88.88 84.60 64.07 64.67 54.95 82.44 
ROU a dostoctorrsaees 88.45 83.61 55.45 48.74 46.59 45.03 52.03 


SPOT COMMODITY INDEX 





260 MAR: APRIL ) MAY JUNE 
MOODY'S INVESTORS 
SERVICE INDEX 
250 








240 




















230 
a ee 


15 Commodities, December 31, 1931, equal 100 
Copyright by Moody's Investor Service 








1943 1942 1941 1940 1939 1938 1937 
igh: cats. 249.8 239.9 219.9 171.8 172.3 152.9 2281 
LOW = sscccosestceses 240.2 220.0 171.6 149.3 1384 130.1 1444 
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The Personal Service Department of THe Macazine or Watt Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability of 
your broker, This service in conjunction with your subscription should represent 
thousands of dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. P 


2. Confine your requests to three listed securities. 


3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Sullivan Machinery Co. 


In 1937 I bought Sullivan Machinery at 
26 and it is now 16. Should I average the 
cost now? The company seems to be doing 
all right. In your issue of May 1st, page 
89, you state it is thought in some quar- 
ters that Dresser Mfg. Co. may continue 
its expansion by acquiring this company. 
—I, M. T., Boston, Mass. 


Sullivan Machinery Co. releas- 
ed a very interesting and impres- 
sive income account and balance 
sheet for 1942. This company 
was incorporated in 1913 and the 
business was originally founded 


in 1851. It manufactures air 
compressors, prospecting core 


drills, mining and loading ma- 
chinery, rock drills, steel heating 
furnaces, gas and gasoline extrac- 
tion compressors, hoist and vac- 


uum pumps. The company’s 
plants are located in Michigan, 
New Hampshire, Canada and 
England. 

Income account for 1943 


showed earnings on the common 
stock of $4.31 as compared with 
$4.03 in 1941 and $3.02 in 1940. 
With the exception of 1937 when 
it earned $1.54, earnings in prior 
years were not impressive. The 
company has no funded debt nor 
preferred stock outstanding, its 
sole capitalization consisting of 
186,774 shares of no par value 
and carried in balance sheet at 
$5,229,680. The common stock is 
MAY 


15, 1943 


traded in on the New York Curb 
Exchange and the Boston Stock 
Exchange and the price range 
this year has been: high 19%; 
low 1314 ; last 167%. It paid $1.00 
in dividends in 1941 and the 
same amount in 1942. In the first 
quarter of 1943 it paid 25 cents 
per share and earned 95 cents, 
which was lower than in 1942. 
The company on March 29, 
1943, declared a 50-cent dividend, 
payable May 25th to stockhold- 
ers of record May 15th. Based 
on a $1.50 dividend rate, the in- 
dicated income yield is over 9 per 
cent. At current market price, 
the stock is selling for only four 
times its per share earnings for 
1942. 

The company’s consolidated 
balance sheet as of December 31, 
1942, showed a marked improve- 
ment. Total current assets 
amounted to $9,218,996 as com- 
pared with total current liabil- 
ities of $3,937,548, with net cur- 
rent assets of $5,281,448. The 
latter item alone, amounted to $28 
per share or nearly twice the cur- 
rent market price of this stock. 
Furthermore, notes payable which 
were outstanding in the amount 
of $250,000 on December 31, 
1941, were completely liquidated 
in 1942. Selling for approx- 
imately only 60 per cent of its net 
current asset value, the stock 


looks very reasonably priced at 
this level. The book value of the 
common stock is about $40 per 
share. While the company’s earn- 
ings the past few years may be 
due to Government defense orders, 
we do not see how any one can 
go wrong in buying this stock 
around 16 when the net current 
assets alone amount to $28 per 
share. Cash on December 31, 
1942, amounted to $2,344,841, 
$783,520 of which represented 
deposits advanced by customers 
and restricted to reimbursement 
for expenditures on certain con- 
tracts. This stock looks attractive 
and we see no objection to aver- 
aging the cost. 


Guantanamo vs. Manati 


In view of recently announced plans for 
recapitalization of Guantanamo Sugar 
common and preferred stock, please advise 
how plan if approved will affect common 
stock. I now hold 50 shares of this stock 
and am thinking of buying 100 or more at 
current price of about 31/,.—E. O. L., Sil- 
vertown, Georgia. 


Under the recapitalization plan 
of Guantanamo Sugar, the pres- 
ent stockholders of the common 
stock for each 21% shares held 
will receive 1 share of new com- 
mon stock with $5.00 par value. 
The company’s president stated 
that if plan is approved, they 
hope to pay a dividend on the new 
common stock. The company’s 
president stated that the outlook 
is uncertain. This company 
earned $1.51 per share on the 
common stock in 1942 as com- 
pared with 38 cents in the pre- 
ceding year. No dividends have 
been paid to date. 

While we would continue to 
hold the common stock for the 
time being, instead of buying any 
more of this stock we would give 
preference to Manati Sugar com- 
mon stock selling around 5% on 
the New York Stock Exchange. 
This company earned over $2.00 














per share for the fiscal year end- 
ing June 30, 1942, and the com- 
pany’s cash position is improving 
steadily. We would not be sur- 
prised to see this company inau- 
gurate dividends this year and 
while the stock is speculative, we 
prefer it to Guantanamo Sugar 
common stock. 


Patino Mines 


Would you at some date forward me 
your expert’s opinion regarding Patino 
Mines? These shares are already way up 
on wartime production but it seems to me 
that even on a return to peace time ac- 
tivity, some considerable time will elapse 
before their competitors are in production 
again. Will you also enclose price of Gen- 
eral Tin Investments and the precise re- 
lation of this to the above?—C. F. W.., 
Hamilton, Bermuda. 


Patino Mines and Enterprises’ 
earnings for 1942 are estimated 
at approximately $3.00 per share, 
plus a non-recurring income of 
about 50¢. It paid $4.25 in 1942 
and $2.15 in 1941. Dividends for 
1943 should be approximately the 
same as paid last year. Sales of 
tin concentrates that can be 
shipped to England at the 1942 
high price seem assured but trans- 
portation difficulties may reduce 
export below the 1942 levels. The 
company granted a wage increase 
last December but this should not 
seriously affect earnings inasmuch 
as a large reserve of Bolivian cur- 
rency can be applied against the 
increase. The labor forces are 
said to have been increased, there- 
by assuring substantial produc- 
tion. Company’s shipments to 
England under contract in 1942 
involved 18,171 tons as compared 
with 20,964 tons in the preceding 
year. The decline was mainly the 
result of transportation and labor 
difficulties. 

Bolivia produces about 16 per 
cent of the world’s tin production. 
Bolivian ores have been purchased 
by Metals Reserve through con- 
tract, the last of which called for 
price of 60¢ free along-side 
steamer, South American ports. 
The Government has been selling 
tin at a 52¢ ceiling. As a result 
of the war, permanently reduced 
use of tin with resultant lower 
prices are indicated. The specu- 
lative venture of this equity is 
obvious but it has speculative ap- 
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peal and yields a good income. 

As regards General Tin In- 
vestments, Limited, this company 
owns investments in companies in 
the tin industry. Patino Mines 
distributed its holdings of Gen- 
eral Tin shares to Patino share- 
holders, a few years ago. We find 
no active quotation for General 
Tin stock and do not find it 
listed on the London Stock Ex- 
change. 


Pitney-Bowes Postage Meter Co. 


Would you be kind enough to give an 
analysis in THe Macazine or WALL 
Street of the possibilities of Pitney- 
Bowes Postage Meter Co? What are the 
prospects of present earnings holding up 
and what is the chance of continuance of 
present dividend rates, plus extras?— 
G@. L., Detroit, Mich. 


Pitney-Bowes Postage Meter Co. 
normally derives the bulk of its 
revenues from sale and lease of 
postage meter machines. Supple- 
mentary returns are obtained 
from sale of tax stamp meters and 
of post marking, stamp cancel- 
ling, counting and recording ma- 
chines. Its facilities being readily 
adaptable to production of war 
materials, the company for some 
months past has been operating 
at normal capacity which is be- 
ing expanded. Plant in Connecti- 
cut is being rapidly converted, to 
war production. 

Pitney-Bowes postage meters 
are leased for monthly rentals 
ranging from $5 to $10. Rentals 
may decline, in coming months, 
through possible inability to re- 
place worn out equipment. 

For the 9 months ended De- 
cember 31, 1942, the common stock 
earned 50c per share, compared 
with 49c for the same period in 
the preceding year. Coverage for 
the regular 10c quarterly divi- 
dend rate, yielding almost 7%, 
should be adequate, plus continu- 
ance of 10c year-end extra. 

The financial position of the 
company is sound, with cash ap- 
proximating current payables. 
Outlays for plant and rental 
equipment, together with liberal 
dividends were a drain on work- 
ing capital and cash for some 
time, but cash income is again ex- 
ceeding such expenditures. 

At current prices this stock has 
— appeal and should be 

eld. 
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Divergent Trends Disclosed 
by First Quarter Earnings 





(Continued from page 131) 


share in the first period of last 
year to $1.84. Of course, its 
regular busines was virtually non- 
existent a year ago and it was not, 
as it is now, converted to war. 

In conclusion, note that while 
aggregate industrial earning 
power is moderately better than a 
year ago, the base of comparison 
is not a very high one. The first 
quarter of 1942 was considerably 
under industrial earnings in each 
quarter of 1941 and also under 
earnings of the third and fourth 
quarters of last year. Mainly 
due to recalculation of tax liabil- 
ity—which had been generally 
over-estimated—the fourth quar- 
ter set peak industrial earnings 
for the duration of the war. True 
earning power for industrials 
made its top in 1941; and will do 
so for rails this year. 





What's New? 





(Continued from page 141) 


form of women’s hose and tooth- 
brush bristles. After the war you 
will see it in various other forms 
and applications. One of these 
will be as the “wire” mesh for 
window screens or screen doors. 
Such screens will contain no 
metal. They will have all of the 
good characteristics of metal 
screening—but with “something 
added.” Nylon screening can be 
produced in any color, will not 
corrode, will not stain the sills, 
does not require painting, and 
under test has been proven to 
have remarkable durability. 

The material in this form is 
durable because it is both strong 
and flexible. Pencils or other 
sharp-pointed objects can be 
pushed through it without dam- 
age, and the strands thus dis- 
placed can be rubbed back into 
place merely with one’s fingers. 
Nylon screens have stood up well 
under even seashore conditions, 
where salt spray rusts or corrodes 
metal screening quickly. 








> we 


mar 





———_. 


sed 
igs 


1) 


last 
» its 
non- 
s not, 
r. 
while 
ning 
nan a 
ison 
» first 
rably 
each 
ander 
ourth 
fainly 
liabil- 
erally 
quar- 
nings 
True 
strials 


vill do 


—$$_$_—_— 


41) 


tooth- 
ar you 
forms 
these 
sh for 
doors. 
in no 
of the 
metal 
ething 
can be 
ill not 
e sills, 
, and 
ven to 
4 
orm 1S 
strong 
other 
an be 
+ dam- 
us dis- 
ck into 
fingers. 
up well 
ditions, 
orrodes 


4 
~ | 


pTREET 





/MAY 15, 





Potential Security Profits 
Resulting From Currency 
Stabilization 





(Continued from page 125) 


Britain than in the United States. 
Nevertheless industrial earnings, 
after taxation, are steadily im- 
proving and the dividend dis- 
bursements are edging upwards 
continuously. The American in- 
vestor has not only the play of 
currency profit but he has the 
certainty that taxation relief in 
post-war Britain must be greater 
relative to earning power than in 
America, to a twofold advantage. 
First taxation, being so much 
greater, the abatement must be 
that much larger and more steeply 
affect profits. Secondly, since 
Britain relies less on loans than 
on taxes for war financing, it need 
not continue a rate of taxation for 
the service of an excessive debt 
due to an unhealthy loan policy. 
Here only the best companies 
come into consideration, for in 
Britain, cartelization and control 
of certain industries is far more 
important than here, and the tie- 
up of government and favored 
businesses, especially in export 
fields, is closer than the apparent 
conservatism of Britain would 
superficially indicate. The leaders 
listed in the accompanying table 
are still cheap on an arbitrage 
basis, and their earnings and 
assets position are excellent. 

It may be stated simply that 
any group of Canadian and 
British companies that have sim- 
ilar fields of operation to Amer- 
ican companies of similar earning 
power, ought, on an arbitrage 
basis, to be selected and bought. 
If American chemical companies, 
such as Dow, are attractive, then 
Imperial Chemical has similar vir- 
tues and carries three additional 
profit possibilities as well. 

_ If it is objected that British 
Investments are nearer than ours 


to areas of possible post-war - 


political disorders, the reply must 
be that any difficulties generated 
by such disturbances would hurt 
markets everywhere. 

The 1919 European post-war 
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He can smile 


through it all 





So let’s keep a smile a-going back here, too. 
Pp soms 


Even though war is crowding the wires, tele- 


phone people still want to give you pleasant, 


friendly service. Materials for new telephone 


facilities are not to be had. But there’s no short- 


age of patience and understanding. 


Takes a lot of pulling together to do this and 
we appreciate the help from your end of the line. 


BELL TELEPHONE SYSTEM 








WAR CALLS COME FIRST 


Your continued help in making only vital calls to war-busy 
centers is more and more essential every day. 








disorders, hurt the American 
market more than the British, be- 
cause stock prices had advanced 
more in New York than in Lon- 
don. The fact that the British 
investor is slow to sell and slow 
to think that black days are com- 
ing, is an added stabilizer of mar- 
ket values. 

The swings of British markets 


are never as extreme as ours. 
Their common stocks, in dollars, 
are cheaper. Their long term 
earning power is good. Their 
yields, in dollars, are attractive. 
Without their prosperity, our 
own is seriously in question. 
Hence in industry and mining, a 
revival of British Empire secur- 
ities is in the making. 
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The Dynamic Future 
of Common Stock 
Investment 
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bined. Add to these, surplus cap- 
ital and you have the ingredients 
of world investment. 

For that reason the American 
insists on an international bank 
for placement of capital abroad. 
He asks for five billion dollars 
initially. In view of our manufac- 
turing and financial position, per- 
haps three billions would be our 
starting point. Now that is just 
where recovery begins. It is al- 
ways based on heavy industry, on 
durable production goods. If our 
machinery and iron and steel and 
metal manufacturers find a prof- 
itable outlet, our country hums. 
If war, as a client, can employ 
everybody, so can the more useful 
and productive capital exports 
that, added to domestic needs, 
should total enough to employ all 
of our surplus capacity. If that 
surplus capacity is employed, the 
long-term recovery period may be 
reckoned in decades. 

Can it? Is this profit potential 
for our corporations mere wishful 
thinking? Is it a mere theory? 
Is anything being done to make 
it reality? What of these nations 
we equip? Won’t they compete 
with us when they are industrial- 
ized? Won’t their local produc- 
tion soon supersede the purchase 
of our finished goods? How will 
they pay us? With their crops? 
Which? Those which are competi- 
tive with ours? Or, their raw ma- 
terials which are not competitive 
with us, such as coffee? How much 
more can we drink? 

In the case of domestic savings, 
we know what the consumer can 
demand and with what goods he 
will pay. But foreign goods (the 
means of payment of our capital 
exports) may interfere with so 
many aspects of our other pro- 
duction, both farming and _ fin- 
ished goods, that it has been held 
not practicable to depend largely 
on that factor to utilize our cap- 
ital gains during the war. So runs 
the current argument. It is forti- 
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fied by the fact that not until the 
fall of 1942 was there a de- 
cline in consumer goods inven- 
tories in America, even after the 
curtailment of such production 
and after greatly increased retail 
sales due to war earnings. 

There are holes in this reason- 
ing. First, it is not necessary that 
capital invested abroad earn its 
service immediately. It may create 
several years of prosperity, 
merely through the crediting of 
local profits abroad in the balance 
sheet of the parent company in 
America. If the United States 
places ten billions abroad in pro- 
ductive enterprise, at long term, 
and the local profits thereon are 
a billion per annum, yet, if only 
500 millions are repayable an- 
nually, there is excellent addi- 
tional income for stockholders in 
America. 

Secondly, the American market 
is not exhausted or nearly ex- 
hausted. The raising of the con- 
suming power of the people has 
been demonstrated in war. It has 
risen so greatly that it has to be 
checked in order to avoid runaway 
inflation. If that purchasing 
power is maintained, with a trans- 
fer of production from war goods 
to peace goods, then, instead of 
that enormous effective demand 
being a threat, it is the source of 
future profits. 

Our total consumption was about 
forty billions in prosperous 1937, 
that is, not counting housing, serv- 
ices and transportation, in none of 
which could imports play a part. If 
we place ten billions abroad, the 
service of this investment, both 
for interest and amortization, 
would be about 800 millions per 
annum. This would require an in- 
crease of but 2% in consumption 
over and above the 1937 domestic 
level. In other words, American 
manufacturers and processors of 
consumers’ goods could have their 
best pre-war market and never- 
theless ten billions of our capital 
be paid for its productive employ- 
ment abroad. Since the increase 
of consumer demand is more likely 
to be 50% than 2% (our com- 
merce experts think this estimate 
modest), it is a fact that the re- 
payment of capital advances 
abroad can easily be taken care 
of by an increase in domestic cap- 


ital goods production which in 
and of itself generates enough 
consumer demand for increased 
imports. 

So that our success in placing 
capital abroad is limited not by 
our present capacity to import, 
but is based on our future ca- 
pacity to produce to satisfy the 
backlog of demand and to appease 
the thirst for the use of war say- 
ings. It is also a certainty, to be 
discussed in our next article in 
this series, that capital goods in- 
vestment in America, so long de- 
ferred, may play a part as con- 
spicuous as in the last post-war 
period when it averaged about 
50% more than in pre-war years. 

The employment given in this 
category of production has always 
been the foundation of continued 
demand by its wage earners and 
an unfailing source of long re- 
covery. For, so long as it pays to 
produce capital goods, so long is 
an upward cycle maintained. So 
soon as capital goods are pro- 
duced in excess, a crisis is generat- 
ed. Hence, the Treasury plan for 
ensuring a continuous market for 
capital goods abroad prolongs 
any recovery in the post-war pe- 
riod. And, as these capital goods 
will be produced in the United 
States, they add to the very wages 
potential that can absorb goods 
sent to us by our debtor countries 
in the newly developing regions 
of the world. That was the end- 
less cycle of investment and de- 
mand by which Britain rose to 
dominate the industrial, commer- 
cial and financial destiny of man- 
kind for seven generations. 


Obstacles to the repayment of 
foreign debt, are most effective 
when money is loaned to old, fully 
developed, capitalist countries. 
When we advance war loans, pri- 
vate bond flotations and industrial 
investments to capital saturated 
lands like Britain and Germany, 
who compete with our manufac- 
turing enterprise, and then, by 
our tariff policy, bar service on 
their loans, we ensure default. But 
when we lend our capital to coun- 
tries that need it badly, that is to 
Brazil, China, India, Mayala- 
Indonesia, Australia, then we are 
to receive from them payment in 
goods which are basically non- 
competitive with our own. 
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Africa produces copra, ivory, 
rubber, diamonds, palmoil, dates, 
for example, with all of which 
goods we could do with double or 
treble without adding anything 
but prosperity to all concerned 
and not injuring a single Amer- 
ican producer. That was why the 
United States has proposed that 
this capital fund of five billions 
be allocated by international 
agreement in the wisest possible 
fashion. 

It means that we supply cap- 
ital, not haphazard, as formerly, 
but to industrialize and develop 
such lands whose products we can 
import without domestic injury. 
Should our local capacity for con- 
sumers’ goods prove to be fully 
employed at home, then the in- 
creased prosperity of the people 
we have developed would make 
them a better market for, say, the 
cheap cotton goods of Britain. 
With that added revenue, Britain 
could do more business with us. 
By thus providing indirect pros- 
perity in other lands, we build up 
a cycle of recovery. 

Our government has seen that 
the old dilemma of either free trade 
or protection is not relevant to 
this age of directed investment. 
When the governments did not 
direct and interrelate their effort, 
then it was true that tariff bar- 
riers were inimical to the repay- 
ment of capital invested abroad. 
Even so, France, for example, 
which was as protectionist a coun- 
try as America, was the “usurer 
of the world” and lost her invest- 
ments abroad rather by Russian 
revolution than by default. She 
profited, through her luxury in- 
dustries, from world prosperity, 
and so was indirectly paid for her 
immense investment abroad which 
was far greater than any we need 
in proportion to our domestic re- 
sources. 

The capital of America in the 
shape of industrial equipment, 
rails, rail equipment, electrical 
machinery, textile and shoe-mak- 
ing machinery, and a_ host of 
others if it makes the 450 million 
Chinese and 375 million Hindoos 
a third richer in a decade, would 
give us enough world trade to en- 
sure a cycle of recovery longer 
than those experienced in the 
past. It would ease our machine 
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CURRENT BOOKS THAT WILL BE OF INTEREST 
TO YOu! 


Should you be interested in a current book not reviewed here, we will be glad to 
obtain it for you. 
You can obtain any book published through this department, so take advantage of 
the service offered. All books mailed postpaid. 


A PREVIEW OF ONE WORLD 
WENDELL L. WILLKIE 
Simon & Schuster. 206 pp. 
$1.00 paper 

A personal account of the author’s meetings 
with United Nations leaders. This dramatic trip 
around the world helped to reinforce part of Mr. 
Willkie’s philosophy. The writer is convinced 
“that the United Nations must learn to work 
together now, while they fight, if they hope to 
live together after the war is over.” 


THE AMAZING PETROLEUM 


INDUSTRY 
V. A. KALICHEVSKY 
Reinhold Publishing Corp. 234 pp. $2.25 
The author has been a research chemist in the 
petroleum industry since 1924, and is connected 
with the Socony-Vacuum Oil Company in a su- 
pervisory capacity. The book contains an out- 
line of the existing petroleum manufacturing 
processes ... the material is presented in an 
elementary form, omitting technical details. 
Very helpful to students. 


THE GREAT OFFENSIVE 
MAX WERNER 
The Viking Press. 360 pp. $3.00 

Everyone is agreed on the necessity for an 
offensive. However, there are many diverse 
opinions on where and how the offensive should 
be launched. The author, in this very interest- 
ing book, answers these questions. There have 
been many war analysts, but Mr. Werner’s rec- 
ord is among the best. 


BEHIND THE FACE OF JAPAN 
UPTON CLOSE 
D. Appleton-Century Co. 427 pp. $4.00 

An excellent book on Japan, giving back- 
ground, and revealing portraits of important per- 
sons. Mr. Close is well known to radio listen- 
ers as N. B.C.’s special expert on Pacific affairs. 


SOVIET RUSSIA'S FOREIGN 
POLICY, 1939-1942 
DAVID J. DALLIN 
Translated by LEON DENNEN 
Yale University Press. 452 pp. $3.75 

Soviet Russia’s foreign policy has been a con- 
troversial subject for several years. Mr. Dallin 
has written many informative articles on Rus- 
sia and aiso on Europe’s economic and political 
problems. The author discloses the logic of the 
displomacy . . . through his experience, he is 
better able to explain the situation than some 
of the other seers. 


WIDE IS THE GATE 
UPTON SINCLAIR 
The Viking Press. 751 pp. $3.00 

The fourth volume of Mr. Sinclair’s novels on 
world events. The author is fascinated by 
psychic phenomena . . . to the point of being 
irritating at times. Lanny Budd is the central 
figure. Most of us are familiar with the char- 
acters portrayed. For those who have not read 
the age novels, this latest volume by Mr. 
Sinclair will probably provide them with the 
incentive to obtain copies of the three preceed- 
ing books. 


THE WISDOM OF CHINA 
AND INDIA 
LIN YUTANG 


Random House. 1104 pp. $3.95 

Lin Yutang must have read a_ staggering 
amount to collect the material for this anthol- 
ogy. The translations from Indian and Chinese 
texts have been carefully selected. The author 
knows that the Western races, now more than 
ever, have a desire to know what the teeming 
millions of Asiatics think. He has done his 
best to satisfy our curiosity. 


$2.00 cloth, 


REPORT FROM TOKYO 
JOSEPH C. GREW 
Simon & Schuster. 88 pp. $1.00 

Mr. Grew, former Ambassador to Japan warns 
that Japan will not crack as the Germans did 
in 1918, when the military tide turned against 
them. We have a tendency to underestimate 
and ridicule the Japanese. Recent events have 
served to alter our opinions. 


THE AIR OFFENSIVE 

AGAINST GERMANY 

ALLAN A. MICHIE 

Henry Holt & Company. 152 pp. $2.00 
Mr. Michie can speak with authority on air 

raids. He was on the receiving end of some 

six hundred raids directed against Britain. The 

author believes that heavy raids directed against 

Germany and German-occupied territory can re- 

duce Germany to the point where a successful 

invasion of the Continent can be achieved. He 

points out mistakes made by both British and 

American officials. 


THE ROMANCE OF CREDIT 
JESSE RAINSFORD SPRAGUE 


D. Appleton-Century Co. 253 pp. $2.00 

Most of us are familiar with credit, but few 
of us associate romance with credit. Mr. Sprague 
has given us a book which justifies his title. 
All the aspects of credit are covered. Thor- 
oughly readable. 


SOCIAL INSURANCE AND 


ALLIED SERVICES 
SIR WILLIAM BEVERIDGE 
The Macmillan Company. 300 pp. $1.00 

A comprehensive survey of social insurance 
and allied services. It goes beyond Social Se- 
curity as we know it. It is, and will continue 
to be the subject of many interesting discus- 
sions. 


MAKE THIS THE LAST WAR 
MICHAEL STRAIGHT 


Harcourt, Brace & Co. 417 pp. $3.00 

This book pleads for a better world after this 
war is over. If we can cooperate to win a war, 
we should be able to continue that cooperation 
to achieve world order in the future. Plans for 
making this a better world are included. 


BASIS FOR PEACE IN 


THE FAR EAST 
NATHANIEL PEFFER 
Harper & Brothers. 277 pp. $2.50 

Japan must be crushed and destroyed by air 
bombardment. China should be given the status 
of an independent foreign power. These, and 
many other interesting and challenging ideas 
are discussed by Mr. Peffer. The author has 
had a great deal of experience in the Far East. 


VICTORY IS NOT ENOUGH 
EGON RAUSHOFEN-WERTHEIMER 


W. W. Norton & Company. 322 pp. $3.00 

The author does not think that military occu- 
pation of Germany will suffice. Postwar plan- 
ning must be considered now, not when victory 
is secured. The United States should set up a 
compulsory European Confederation. Many of 
the author’s ideas will be unconvincing to the 
American people. 


STATISTICAL YEARBOOK OF THE 


LEAGUE OF NATIONS 1940-41 


Columbia University Press. 271 pp. $3.50 

International statistics covering 1940 and, in 
many cases, 1941 are included in this volume. 
Special features have been added to the usual 
collections of tables and are accompanied by a 
wealth of explanatory notes. Of particular in- 
terest this year are the tables of population and 
population movements. 


Indicate book you want and mail with check to 


BOOK DEPARTMENT OF THE MAGAZINE OF WALL STREET 
90 BROAD STREET 


NEW YORK, N. ¥. 

















tool surplus, it would lay the 
spectre of excess capital capacity, 
and, if wisely placed in non-com- 
petitive lands, provide ample 
means for its own repayment. 

If (and this is often urged) 
we are building up native cap- 
italisms everywhere, which ulti- 
mately will diminish our markets, 
we must permit our children to 
think of this in the 1960’s. For 
a goodly decade or so we can 
steeply increase American corpor- 
ation profits, and lead to halcyon 
days for the common stock in- 
_vestor. The International Har- 
vester stockholder will scarcely 
grudge the farming development 
of India which will yield him 
years of profits and give the In- 
dian people, for the first time, 
abundant life. The U. S. Steel 
stockholder will not begrudge the 
railroads that will make the 
wealth of Chinese river valleys 
available to that great people, 
and will also increase his com- 
pany’s earning manyfold. After 
our first tentative and bungling 
efforts in this field, we have 
learned that foreign investment is 
a source of world prosperity, and 
hence of political order. 


Confidence Makes Values 


That background itself, is 
not to be underestimated. For it 
is confidence which makes values, 
on the Stock Exchange. American 
corporate resouces have one ines- 
capable democratic destiny, to 
enrich mankind, and by this serv- 
ice raise their profits to a secularly 
higher level. But neither domes- 
tic nor foreign potential profits 
can be considered apart from 
their interaction. Nor has either 
prospect much validity without a 
study of two basic factors .. . 
new techniques and the new man. 
The third article in this series 
will attempt this synthesis, for the 
profit of the investor. 
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subsequently take up a good deal, 
though obviously not all, of the 
slack. But while we cannot expect 
revenues of SX to continue at a 
$500 million rate, we do believe 
that SX should be able to expand 
its gross revenues to above 1938 
levels of $200 million. In fact, we 
are thinking in terms of gross 
revenues of between $250 and 
$300 millions during the remain- 
ing post-war years in the 1940s. 
Of interest to the stockholders is 
the question, how much of these 
anticipated revenues will be avail- 
able for the stockholder in the 
form of dividends once sufficient 
debt has been retired. Analysis 
of the fundamental factors op- 
erating on the SX may shed some 
light on this question. 

Among the favorable funda- 
mental factors operating on the 
SX, the following should be 
mentioned: (1) Traffic is likely to 
remain at permanently higher 
levels than in the pre-war period, 
since some war industry will either 
remain in its present form, such 
as steel, ore, aluminum, ship- 
building, aircraft, etc., or at least 
be converted to peace-time use. 
Additionally, decentralization of 
industry will likely continue. Al- 
ready Chevrolet has an assembly 
plant at Oakland, and General 
Motors one in Los Angeles, both 
serviced exclusively by the SX. 
(2) Potentialities in the post- 
war period of the State of Texas, 
and certain parts of the South are 
almost as bright as those of Cali- 
fornia. (3) Operating efficiency, 
born in part of war experience, 
and assisted by large scale equip- 
ment purchases, and rebuilding of 
properties previously referred to 
(cumulative benefits of expendi- 
tures of $153 million in the past 
seven years), should permit of a 
permanently lower operating 
ratio, possibly by as much as 2 
to 4% lower than those of the 
30s. Such savings, if realized, 
would be translated into earnings 
of between $0.50 and $1.25 a 
share on the common. (4) Most 





important is the probable change 
in policy with regard to its sub- 
sidiaries. If the management 
really means that in the future 
its subsidiaries will have to stand 
on their own feet, then savings of 


well over $1 a share annually 
should result. 
We recognize that current 


earning power in excess of $20 
per share on SX common is ab- 
normal and is not likely to con- 
tinue in the post-war era. Yet the 
war with its higher earnings re- 
sulting in improved cash position, 
has proved a godsend to SX 
security holders. It has not alone 
permitted of physical rehabilita- 
tion of the road but also per- 
mitted of a policy for debt reduc- 
tion and relieved the road from 
the threat of bankruptcy arising 
from its near term maturities. In 
the post-war period, that is in the 
years remaining in the decade of 
1940-50, we expect gross revenues 
of between $250 and $300 million, 
and operating savings’ which 
should reduce operating ratio by 
as much as 2 to 4%. If in addi- 
tion SX is relieved of the deficits 
of its subsidiaries, the company 
should be able to report as avail- 
able for charges, annually, at 
least $37 million and possibly as 
much as $45 million. If charges 
in the interim were reduced to 
$21 million, this would permit of 
earnings of between $4 and $6 per 
share on the common. Even were 
charges reduced only to $25 mil- 
lion, ° which the management con- 
siders adequate, this would affect 
final results by only $1 per share, 
either way. In a depression year, 
we would expect gross revenues 
to decline to levels of $200 mil- 
lion, which revenues might then 
produce earnings of only $2 per 
share or thereabouts. Since the 
pressure of maturities would then 
be removed, and no further need 
to retire debt on a large scale, at 
least 50% of earnings “could then 
be distributed in the form of 
dividends. If we assume a range 
of earnings of from $2 to $6 per 
share, then a $1 dividend might 
well be distributed in a depression 
year, and dividends of $2 or $3 
paid out in a good year. On the 
basis of the foregoing, the stock 
is attractive for the longer term 
at current level of 29. 
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Have Machine Tools 
a Way Out? 





(Continued from page 140) 


expected to stimulate retooling 
for low-cost production after the 
war, that is, retooling not with 
used equipment but with the very 
latest, most efficient models they 
are able to produce. 

The post-war world, it is fur- 
ther argued, will be a mechanical 
world that will require more ma- 
chine tools than ever. Many new 
devices and products will be made 
requiring special machinery; in- 
dustries will reconvert for the 
production of mew models, not 
pre-war types, necessitating dif- 
ferent equipment. It is, in fact, 
rather surprising to find a good 
deal of healthy optimism under- 
neath the layer of pessimism that 
so frequently shows on the sur- 
face. Some companies, according 
to recent statements, go as far as 
contemplating disposal of all old 
equipment, so as to be ready to 
face the post-war cycle with a 
clean slate. 

It is fully realized, of course, 
that even at best, prospects as 
envisioned above will not ma- 
terialize overnight; a period of 
adjustment of uncertain duration 
is sure to come. "To bridge the 
gap, efforts are being made to 
persuade the Government to ap- 
point the industry as agents in 
disposing of the thousands of 
Government-owned machine tools, 
after replacing worn parts or re- 
building them, if necessary. This 
would constitute a source of in- 
come and insure a more stabilized 
second-hand market in the imme- 
diate post-war period. Export 
possibilities, on the other hand, 
are sized up with a good deal of 
reserve and there is a tendency to 
guard against overestimation of 
this outlet in view of possible stiff 
competition from other countries. 
Nevertheless, the export potential 
may be considerably bigger than 
conservatives are allowing for. 

To prepare for the crucial 
post-war period, it is understand- 
able that the industry wants to 
put its financial house in order. 
From the earnings standpoint, 
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partial change-over to ordnance 
production and resultant slimmer 
operating margins will not have 
much effect on net earnings as 
any decline in income will largely 
be at the expense of taxes. Vir- 
tually every company is in the 
top EPT bracket. Also, reduced 
tool business will result in greater 
liquidity as deliveries taper off 
and inventories are liquidated. 
However, renegotiation is the 
principal source of uncertainty; 
the difficulties it represents are 
best illustrated by the fact that 
to date no company is known to 
have completed negotiations with 
the Government despite protract- 
ed efforts in this direction. It is 
here that the industry is presently 
waging its stiffest battle. Its need 
to accumulate sizable surpluses 
now, to avoid going on the rocks 
later, is well recognized all 
around. The difficulty so far was 
to find a suitable yardstick. Under 
the circumstances, one can per- 
haps sympathize with the indus- 
try’s opposition to any return of 
earnings under renegotiation pro- 
cedure. One’s judgment, however, 
should not be confused if in at- 
tempting to drive home their 
point, some leaders of the indus- 
try are presenting entirely too 
dark a picture of the future. The 
Government is ng doubt fully 
aware of the problems involved; 
the importance of its decision to 
the welfare of the industry needs 


no over-emphasis. 

With an eye to the future 
meanwhile, most companies con- 
tinued their conservative dividend 
policy of the past and efforts 
were made to build up reserves to 
finance the transition to peace 
conditions. During the five years 
from 1937 to 1941, nineteen tool 
manufacturers paid out in divi- 
dends only 18% of their earnings 
before taxes; 28% was returned 
to surplus. 

Regardless of the shape of 
things to come, the industry’s lot, 
at least for some time to come, 
will not be an easy one. In ap- 
praising the outlook, it should be 
well understood that the indus- 
try’s financial record—one of 
great instability — must be inter- 
preted in terms of the nature of 
the demand. Demand for machine 
tools can easily be postponed. It 
rises rapidly only in the face of 
rising profits by the industries 
using machine tools, and falls rap- 
idly when profits decline. The 
consensus is that once the war is 
over, our economy faces a period 
of expanding business and rising 
profits, and therein rests the in- 
dustry’s main hope for the future. 
Research and development have 
always been the driving element 
behind the machine tool industry. 
The ingenuity of its leaders, the 
creative and progressive spirit of 
its managements, has weathered 
many a crisis and made the in- 
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dustry what it is today. It can 
be relied upon to make the most 
of whatever the future offers. 


In sizing up the position of the 
industry in the post-war era, it is 
of course impossible to generalize. 
Each company will be subject to 
a different set of circumstances, 
hence each will react differently to 
any given development. ‘The 
greatest immediate post-war de- 
mand, it is believed, will be in the 
field of cutting edges, small tools, 
jigs and fixtures; that is, the kind 
of equipment necessary to convert 
war production to peace-time uses. 
On the other hand, the greatest 
surfeit will occur in standard ma- 
chine tools, notably standard lines 
of lathes now used in huge num- 
bers in war plants. How much of 
the surplus equipment will find a 
market will depend (1) on its 
working condition, (2) on the re- 
conversion requirements of indus- 
try and (3) on post-war Govern- 
ment requirements and Govern- 
ment policy. Obviously much of the 
war plant equipment will be badly 
worn, partly due to inexperienced 
handling, and not fit for resale. 
Industrial demand for  second- 
hand machine tools will be gov- 
erned in part by the nature of 
post-war production plans which 
may or may not call for a good 
deal of new rather than used 
equipment. Should the Govern- 
ment find it expedient to keep a 
sizable machine tool reserve as a 
precautionary, or even as a stab- 
ilizing measure, it would at once 
lessen materially the pressure of 
second-hand tools on the market. 
The prospective weight of none of 
these factors can be foreseen to- 
day and to that extent, the com- 
petitive, or rather unsettling, ele- 
ment of used machinery must be 
left in abeyance in any appraisal 
of the post-war situation. No 
doubt it will be formidable but it 
need not follow that it will force 
the machine tool industry out of 
business. 


It is obviously not feasible at 
this time to attempt a detailed 
analysis of the longer term out- 
look for the various machine tool 
companies; there are too many 
imponderables, and not enough is 
known about their current and 
future plans—as yet largely un- 
erystallized—to permit reliable 
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conclusions. However, the accom- 
panying statistical table covering 
the more important companies 
contains brief comments designed 
to give some hints as to the out- 
look as it appears today. 

It is not at all unlikely that 
some of the smaller and newer 
companies, never very prosperous, 
may be forced against the wall for 
sheer lack of staying power. The 
larger, well-established companies, 
financially strengthened by four 
years (or longer) of excellent 
earnings, can be, expected to 
weather in fair shape whatever 
may lie ahead. Abnormally high 
earnings, of course, will be a thing 
of the past and superseded by the 
former peaks and valleys. But 
this, to the machine tool industry, 
means normalcy. In behalf of ma- 
chine tool stocks, it can be said 
that prices are low enough to dis- 
count much of the uncertainty in 
longer-range prospects—but that 
is a negative consideration, offer- 
ing inadequate basis for invest- 
ment recommendation. 
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When the invasion of Russia 
proved costly and futile, a bull 
market of wide proportions began. 
The Nazi was helpless. He was 
forced to encourage this bull mar- 
ket because it encourages a more 
cheerful disposition. Even if the 
invader knows that the rise in 
quotations measures the hopes of 
the Frenchman, Dutchman, Bel- 
gian or Dane for his expulsion, he 
is so fearful of added discontent 
that he must favor this money- 
making. He probably consoles 
himself with the idea that these 
profits are a bauble loaned by him 
to his victims: that whenever he 
pleases he can snatch these profits 
from them. 
* * * 

Yet, because it still hopes to 
legalize its acquisitions abroad, 
the Nazi bank authority has 
failed to cope with the unprece- 
dented rise and activity of mar- 
kets in the enslaved countries. 
Even tyrants are imprisoned by 
economic law and necessity. If 
proof were needed that the rise of 


Bourse activity, as high as six 
times pre-war in the case of Lyons 
and Marseilles, had nothing to do 
with inflation, note the reaction 
when American troops entered 
Algiers. French francs had been 
kicking about in the black market 
at Lisbon at anywhere from 300 
to 500 to the dollar. Our govern- 
ment fixed the rate of exchange 
for local, blocked francs in North 
Africa at 50 to the dollar. True, 
those rates of exchange were not 
valid for continental France, but 
the markets in Vichy France 
jumped at the correct conclusion. 
That was that the issue of francs 
to meet occupation costs would be 
judged null and void. 


* * * 


Not only did the market not go 
down in face of this large defla- 
tion: it rose. This reveals the true 
reason back of the firmness of 
European Bourses in the subju- 
gated lands. That is, that the 
currency will be reduced to nor- 
mal pre-war proportions, that 
the military budgets will be re- 
duced with the crushing defeat of 
Germany, that the new factories, 
built and equipped by the Nazis 
for their fell purpose, will be 
converted to civilian use, that the 
capital of traitors will be confis- 
cated, thereby increasing the 
value of the remaining shares held 
by patriots. Such concerns, for 
example, as have collaborated 
freely with the Nazis before pres- 
sure was used, have shown declin- 
ing markets. 

Another barometer is that the 
stock exchanges in Paris, Brus- 
sels and Amsterdam have risen 
when the Berlin Bourse had to be 
regulated to prevent a sharp fall 
after the surrender of the Stalin- 
grad German army. That 
smashed the large number of 
stocks in Berlin based on the ac- 
quisition of Caucasian and Donetz 
properties. In Tokio, they deal 
in stocks based on the confiscation 
of California real estate! 

The stock exchanges of oc- 
cupied Europe have proved the 
confidence of sane men, through 
years of adversity and a barrage 
of one-way propaganda, to dis- 
cern the possibilities of recovery 
and freedom and to bear witness 
to that analysis by backing it 
with their savings. 
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Geared To Today's Markets 


For Protection — Income — Profit 


Short-Term R dations for Profit 
. . Mainly common stocks but preferred 

stocks and bonds are included where out- 

standing price appreciation is indicated. 





Low-Priced Opportunities . . . Securities 
in the low-priced brackets that meet the 
same qualifications for near-term market 
profit. 





R dations for Income and Profit 
. . . Common stocks, preferred stocks and 
bonds . . . for the employment of your 
surplus funds and market profits. 


Low-Priced Situations for Capital Build- 
ing . . . Stocks in which you can place 
moderate sums for large percentage gains 
over the longer term. 


Rec dations Analyzed . . . Pertinent 
details as to position and prospects are given 
on securities advised. 


When to Buy ... and When to Sell... 
You are not only advised what to buy but 
when to buy and when to sell—when to be 
moderately or fully committed . . . when 
to be entirely liquid. 





Market Forecasts . . . Every week we re- 
view and forecast the market, giving you 
our conclusions as to its indicated trends. 
Dow Theory Interpretations are included 
for comparison. 


Telegraphic Service . . . If you desire we 
will telegraph you in anticipation of de- 
cisive turning points or market movements. 


Consultation by Wire and by Mail. . 
To keep your portfolio on a sound basis, 
you may consult us on as many as 12 secur- 
ities at a time ... by wire and by mail. 


Added Services... 


Business Service . . . Weekly review and 
forecast of vital happenings as they govern 
the outlook for business and individual 
industries. 


Washington Letter . . . “Ahead-of-the-news” 
weekly reports from our special corres- 
pondent on legislative and political devel- 
opments weighing their effects on 











120% Profit In Two Months 


2 - On Intl Tel. & Tel. 


Ms cy March 2nd we definitely advised our subscribers to buy Inter- 


national Telephone and Telegraph. Then only 7!/>, this stock by 
May 4th had advanced to 16!/, showing 9 points... 120% profit... 


in two months. 


This is only a single illustration of the profits in selected low-priced 
stocks made available in recent weeks through Forecast Service. Other 
profits include Consolidated Oil 59°; Engineers Public Service 49%; 
New York Central 45%; Studebaker 39°; Brooklyn Union Gas 33% 


. to mention but a few. 


Among the individual profits in dynamic special situations are Lima 
Locomotive 6!/, points, G. E. Helme 5 3/8 points, American Tobacco B 
5 points, International Harvester 5 points. 


2137 Points Profit ... Only 17% Points Loss 
A record of profits ...a ratio of over 100 to |... established in the 
past five months. Our subscribers have the assurance of knowing that 
we will advise them WHAT and WHEN TO BUY and WHEN TO SELL 
. when to contract or expand their positions. This counsel can be 
applied not only to securities kept under our continuous supervision 


but to independent holdings as well. 


Our sole objective is to do good work for our clients . . . in helping 
them to safeguard and build capital and income. We want them to 
make Forecast Service a permanent part of their investment and 


market program. 


|. Our initial valuable report on your holdings. 


. 2. Five low-priced opportunities averaging un- 
Enroll With der 8; five dynamic situations averaging 
The Forecast under 32. 
To Receive: 3. Our definite advice as to when to buy these 


special selections. 


4. Our forecast of current market and next 
phase of the recovery. 
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Growth Companies and 
Their Future 
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metals and plastics will not only 
accelerate this trend but in time 
may importantly affect steel con- 
sumption. Similarly, non-ferrous 
metals will have to contend not 
only with the lighter metals but 
with the huge increase in avail- 
able scrap which may throttle 
mine production permanently. 
Changes in the standard of liv- 
ing and the relative importance 
of human wants apparently have 
led to a lessened importance of 
food and clothing during the past 
quarter century. Witness the un- 
satisfactory record of the meat 
packing and baking industry in 
recent years. Shelter, in the form 
of housing, also became less im- 
portant, and its expansion irregu- 
lar. The last building boom cul- 
minated in 1928 and since then, 
despite artificial ‘stimulants, no 
big private building expansion 
materialized, partly due to the 
rapid rise of construction costs 
but probably more importantly 
due to competition of the auto- 
mobile for the consumer dollar. 
This trend may prove only tem- 
porary and any reversal will have 
an important bearing on the 
building materials industry, al- 
ready confronted by rising pref- 
erence of synthetic materials over 
lumber, cement and heavy steel. 
On the other hand, increasing 
mechanization has stimulated de- 
velopment of numerous new in- 
dustries and processes which will 
benefit from ever wider applica- 
tion in the future, such as die 
casting, alloy casting, powder 
metallurgy, etc. The use of roller 
bearings, for instance, has been 
boosted tremendously in recent 
years; all these are fertile fields 
for the emergence of real growth 
companies in the future. Many 
more examples could be cited 
where special factors are likely to 
tip the scale both for and against 
the growth element normally in- 
herent in population growth and 
rising national wealth. In this re- 
spect, the post-war cycle will no 
doubt offer important revelations. 
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It will outline new industrial 
trends, declining and expanding; 
it will indicate the future course 
and degree of prosperity of our 


new industries as well as the fate , 


of the industrial pace-makers of 
the past. 

Among the genuine growth 
stocks emerging from the 1936/37 
recovery cycle, the chemical in- 
dustry is well represented. Long a 
leading growth industry by virtue 
of active research, this trend is 
certain to continue, an expecta- 
tion which is rather fully reflected 
in the market price of chemical 
shares. Similarly, the electrical 
industry and the makers of elec- 
tric appliances will continue to 
profit from the potentialities of 
the electric motor which already 
has wrought such radical changes 
in our lives and economic pattern. 
Its possibilities appear far from 
exhausted; more particularly, the 
fractional horse-power motor, 
chief element in a multitude of 
appliances, stands without com- 
petitor. The two leading auto- 
mobile manufacturers, General 


Motors and Chrysler, are out in 
front with the chemical industry. 


Growth Industries Numerous 


Also showing expansion or sta- 
bility of investment return are 
such enterprises as makers of syn- 
thetic building materials, glass, 
rayon, containers, packaged 
foods, business machines, paint, 
paperboard and soap; mail order 
houses, decentralized department 
stores, integrated oil companies 
and installment finance companies 
share the limelight with drug 
chains, soft drink manufacturers, 
corn refining and telephone com- 
panies. 

Viewed against the background 
of a prospective huge post-war 
boom, there is every indication 
that these growth companies of 
the last business cycle will con- 
tinue to expand. Considering the 
vast expansion of business en- 
visioned after the war, any latent 
declining tendency can be ex- 
pected to express itself in a 
slower rate of expansion rather 
than an absolute reversal of 
trend, presaging a state of ma- 
turity which may become more 
clearly defined later on. However, 
growth often ceases without ade- 


quate warning, almost imper- 
ceptibly at first. To avoid loss or 
disappointment, the investor must 
ever be on guard. On the other 
hand, many new growth com- 
panies, of the genuine variety, 
will emerge from the coming 
cycle. Their development, in 
some measure, can be foreseen 
despite the multitude of cross- 
currents which is sure to obscure 
the outlook at times. Their rate 
of advance, with due regard to 
fundamentals, will be the most re- 
liable indicator. 





Future American- 
French Collaboration 
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ing fields. Short railroads are re- 
quired for a large number of in- 
terior points, which should add 
greatly to making their wealth 
available. A political and econ- 
nomic solidarity with France 
would cement her politics and 
economics to our own. We would 
be associated with that Latin 
world which stretches from the 
English Channel to the Straits of 
Magellan and to Mozambique 
Channel in Africa. 

But, important as Africa is for 
our security and economic destiny, 
it has basic political meaning for 
us as well. The friendship of 
Britain and Russia points to a 
concerted action of these two dom- 
inant powers. If this supremacy 
is not balanced it may, at some 
distant time, tempt another 
would-be conqueror with world 
ambitions. For several centuries 
Europe has produced such leader- 
ship and twice we have paid 
dearly at a tremendous cost with 
our blood and treasure and ‘+ 
must not occur again. 

Basing our policy on collabora- 
tion with France, we can buttress 
our position in this hemisphere, in 
the Mediterranean and in Africa, 
and thus create the counter- 
weight necessary to offset the 
danger—and to see that the 
Russo-British grouping serves 
world order and peace. In this 
way alone can we make certain of 
a better world when the war has 
been won. 
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